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PREFACE TO THE SECOND EDITION 


For a long time in the past, the study of Socialist economics was of 
little interest and value. It was widely accepted in Socialist countries 
that in the economies marked by the social ownership of the means of 
production and central planning an objective analysis of economic 
principles was not only ill-advised but in fact largely pointless. But 
the reforms in Eastern Europe and the USSR since the early 1960s 
(and in Yugoslavia some ten years earlier) have introduced new 
elements into the study and critical cross-examination of Socialist 
economics, not only in the Socialist countries themselves but also 
further afield. The new economic system being evolved is noted for 
the co-existence of planning and the market mechanism, which is 
regarded by many thinkers on each side of the Iron, or Gold, Curtain 
as the greatest challenge to economic theory and practice of our 
times. 

Under the old system, the operation of each European Socialist 
economy was essentially the same, in each case patterned on the 
Soviet model of centralized, directive planning and management. 
But since the economic reforms the former monotonous conformity 
has given way to ‘different paths to Socialism’, whereby each country 
is evolving its own version of the new system. This diversity makes 
the study of the modern Soctalist economies much more interesting 
and useful than was the case in the past. But at the same time it is now 
more difficult to write a book on Socialist economics because of 
differences in the details of thought as well as the practical approach 
which have emerged in individual countries. In this study the writer 
has undertaken to present as clear and complete a treatment of 
modern Socialist economics as is possible in a book of this size. 

National peculiarities are considered only where they are clearly 
significant from the economic angle. For the reader interested in 
further details, each chapter is appended with references (available in 
English) listing authoritative articles and books contributed by 
writers from the Socialist and other countries. 

The usual approach followed by the authors of books on Socialist 
economics in the past, whether published in Socialist countries or 
elsewhere, was to dwell on the institutional framework. Indeed, 
Socialist economics was in such a state that there was little else that 
warranted serious analysis. The writer of this book, while not under- 
estimating the part played by the institutional set-ups, concentrates 
on the theoretical foundations and practical operation of these 
economies in a modern setting. The application of the new principles 
has met with success in some respects but with failure in others. The 
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purpose of this book is to bring these developments into clearer focus. 
This is, after all, the most interesting and potentially most useful 
aspect of the study of the new ‘new social order’ in action. 
The growing interest in the new Socialist economics is reflected in 
the fact that a year after the first publication of this book there has 
been demand for further printing. The author has availed himself of this 
opportunity to bring the second edition up to date in the light of the 
latest developments. Revisions have been made in Chapters 1, 3, 4, 10, I! 
and 13-15, mostly to statistical data, and in the Guide to Penodicals. 


October 1971 JOZEF WILCZYNSKI 


PREFACE TO THE THIRD EDITION 


Taking advantage of the need for another printing, the author has 
updated all chapters, references and the Guide to Periodicals. In 
addition, some other revisions have been carried out in the light of the 
suggestions made by the users of the book — teachers as well as students. 


August 1976 JOZEF WILCZYNSKI 


PREFACE TO THE FOURTH EDITION 


This is a thoroughly revised and completely reset edition prompted 
by the tumultuous developments in the Socialist economies since 1976. 

A new chapter has been added on trade unions and industrial 
disputes, highlighting the emergence of independent trade unionism 
and the weapon of strike (Chapter 7). A section on employment has 
been incorporated into the rewritten Chapter 8. 

Other significant additions include such topical subjects as 
computerization and economic planning (Chapter 2 C), the declining 
rates of economic growth and increasing fluctuations (Chapter 4 D), 
the relation between consumer austerity and the power of the 
Communist Party (Chapter 6 A, B), the production and ownership of 
passenger cars (Chapter 6 A), indebtedness to capitalist countries 
(Chapter 14 D), oil prices in Soviet-CMEA trade (Chapter 15 D) and 
comparative standards of living (Chapter 16 A). 

The glossary has been expanded somewhat; various revisions have 
been made in the text in the light of the latest developments; and 
more attention is given to other, non-Eurorean, Socialist countries, 
especially China. Tables and some other statistical data have been 
updated, together with the references available in English. 


April 1981 JOZEF WILCZYNSKI 
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GLOSSARY OF 
SOCIALIST ECONOMIC TERMS 


Accumulation — investment, or capital formation or saving, i.e. that portion 
of national income which is produced but not consumed during the period 
in question, It consists of productive investments, non-productive 
investments (for direct individual and collective consumption), stocks (of 
producer and consumer goods) and the balance of trade. 

Alienation - estrangement of workers from capitalist employers because, 
although selling their own labour, they have no control over its use and 
over the goods and services they produce. A. may also appear under 
Socialism in the case of highly centralized economic planning and 
administration and a weak or arbitrary system of material incentives. It 
leads to the indifference and even hostility of workers to enterprises and of 
the local management and administration to higher authorities. 

Amortization — depreciation of fixed capital. 

Autarky — the policy designed to promote self-sufficiency. This policy was 
pursued by Socialist countries up to about the mid-1950s, but since then it 
has been largely discarded in favour of the international division of labour. 

Bilateral clearing - a system of payments between two countries whereby 
settlements are effected not by means ofa convertible currency but through 
central institutions in the partner countries (usually central banks). Such 
an institution makes payments to domestic creditors in domestic currency 
out of earnings from the partner country. The condition of satisfactory 
operation is that the value of the partner countries’ deliveries to each other 
are balanced over an agreed period (usually a year). Interest-free swing 
credits provide for temporary imbalances. 

Bilateral trade agreement - an agreement between two countries, usually 
designed to balance the value of exports and imports between the signatory 
countries. In addition, quotas for some or all goods to be traded and details 
as to the method of payment, tariffs, transport, exchange of trade missions, 
etc., may also be specified. The period covered ranges normally from two 
to six years. 

BOAL (OOUR in Serbo-Croat) — Basic Organization of Associated Labour, 
the smallest self-managing work place in Yugoslavia in existence under 
this name since 1971. 

Bonus — incentive payment made to individual, or groups of, workers and 
management in money or kind to promote achievement and over- 
fulfilment of targets and efficiency. B. funds are usually based on 
enterprise profits. 

Bourgeois — pertaining to capitalist societies dominated by the bourgeoisie 
(the social class which owns most of the means of production and hires and 
exploits the proletariat). 

Buyer’s market - a condition in which the aggregate supply of goods and 
services tends to exceed, or grow faster than, aggregate effective demand at 
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the existing prices. It is typical of developed market economies where con- 
sumer’s sovereignty prevails. 

Capital charge — a continuous levy imposed on socialized (mostly industrial) 
enterprises in the form of interest rate, 5-6 per cent p.a., payable to the 
State budget. Its purpose is to discourage excessive possession of capital 
and its underutilization. 

CMEA, or CEMA, CEA, Comecon - the Council for Mutual Economic 
Assistance, established in 1949, with its headquarters in Moscow. Its 
original members are: Albania, Bulgaria, Czechoslovakia, the German 
D.R., Hungary, Poland, Romania and the USSR. Albania’s membership 
has lapsed since 1961, whilst Mongolia was admitted in 1962, Cuba in 
1972 and Vietnam in 1978. In addition, kinds of associate membership 
were accorded to Yugoslavia in 1966, Finland in 1973, Iraq and Mexico in 
1975 and Angola in 1976. (Guyana and Jamaica indicated in 1977 and 
Ethiopia and Mozambique in 1980 that they would also join.) The 
function of CMEA is to promote economic co-operation and integration 
among the member countries. 

Comecon-see CMEA 

Constant capital - in the Marxian theory of value (c + v +s), that part of 
capital in the process of production which assumes the form of material- 
ized labour, viz. buildings, machinery, equipment, tools, raw materials, 
fuel and power and semi-finished components. Marx called it constant (cin 
the formula) because its value does not change in the process of production 
but is merely ‘transferred’ to the output produced (in contrast to variable 
capital, which is capable of creating new value). 

Consumerism — widespread pressure by consumers exerted on the authorities 
to increase the volume, variety and quality of production for direct con- 
sumption, even if it means curtailing investment and the rate of economic 
growth. 

Consumer’s free choice - when consumers have freedom of choice to 
purchase what is produced for the consumer market. It implies that the 
planning authority determines the size and basic structure of production 
for current consumption, but there is no rationing. Market equilibrium is 
ensured by the authorities manipulating retail prices (i.e. in practice 
adjusting turnover taxes) so that consumption is adapted to production. 

Consumer’s sovereignty -— the condition under which the consumers’ 
preferences, expressing themselves through spending, ultimately deter- 
mine the size and structure of production. Absolute c. s. can exist only in 
market economies. A Socialist economy can ensure only rationalized c.s. 
(i.e. that which is in the interest of society), curtailment of anti-social 
consumption and a generous provision of social consumption. 

Cybernetics - a branch of knowledge, based on advanced mathematical 
methods, concerned with the organization and self-steering of processes 
through the feedback of information. 

Democratic centralism - the principle (first put forward by Lenin) of 
participation and control by the masses in centralized planning and 
administration. 

Department (or Division, or Sub-division or Sector) I and II — division of 
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total production in the country into the means of production (I) and the 
means of consumption (II). The proportions allocated to the two Depart- 
ments is one of the most important factors influencing the rate of economic 
growth, and it is determined ona planned basis. 

Director — the chief executive officer or (general) manager ofa Socialist enter- 
prise (there is no relation to the ‘company director’ under capitalism). 

Enterprise cost of production —see Prime cost. 

Equimarginal principle - a condition of the maximization of economic wel- 
fare (‘Pareto optimum’). On the one hand, it presupposes a pattern of the 
allocation of resources in such a way that the marginal value productivity 
of each factor is the same in all industries. On the other, the pattern of con- 
sumption is such that the marginal utility for all households is the same. 
The principle implies perfect competition and consumer’s sovereignty. 

Extended reproduction—see Reproduction. 

Extensive growth—- economic growth achieved due to increases in the amount 
of the factors of production employed (elimination of unemployment, 
growth of the labour force and an increase in capital investment). It is 
typical of Socialist countries in the early stages of economic development 
(roughly up to the mid- 1960s in Eastern Europe). 

Fetishism of production — when production degenerates into an end in itself, 
merely to reach or exceed quantitative targets irrespective of the quality 
and suitability of the goods produced to satisfy society’s wants. It is a 
consequence of a faulty system of management and incentives, typical of 
the European Socialist countries before the reforms of the 1960s. 

Gosbank —a Russian term for the State Bank of the USSR. 

Gosplan—a Russian term for the State Planning Commission. 

Group A and B - division of industrial output into producer goods (A) and 
consumer goods (B). The classification can be based either on the 
immediate use of the goods or (more usual now) on the type of industrial 
enterprises according to the purpose of the major portion of their output. 

Horizontal planning - the system of economic planning under which the 
central plan is based on contracts between enterprises enjoying substantial 
independence. Such contracts, once co-ordinated and approved by higher 
authorities, then become binding targets, the execution of which is 
protected by a system of differentiated penalties. 

IBEC - International Bank for Economic Co-operation, established in 1964 
with its head office in Moscow. Its function is to promote multilateral pay- 
ment settlements among CMEA countries. 

Intensive growth - economic growth attained mainly through increasing 
labour productivity consequent upon greater specialization, application of 
technology and more effective incentives. 

Inter-branch balancing ~ input-output analysis. Although the method 
originated in the West (in 1931), its fullest application is possible only in a 
planned economy. The table of inter-branch balances (or matrix) 
expressed in monetary terms is constructed in the form of a chessboard and 
it usually has the same number of rows (representing outputs) as columns 
(representing inputs). Such a table enables the effective co-ordination of 
production and distribution plans at different stages. 
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Khozraschet ~ a Russian term meaning ‘cost accounting’ or ‘economic 
accountability’. Enterprises under this system operate independently of 
the State budget for financial resources. 

Kolkhoz — a Russian term for ‘collective farm’, where land is collectively 
owned and farmed by the members. 

Materialized labour — also described as ‘crystallized’, ‘congealed’ or ‘past’, is 
labour embodied in the goods produced in the past. It contrasts with ‘live’ 
labour, which is the current labour cost of production expressed in wages. 

Matrix of inter-branch balances — a table consisting of horizontal rows and 
vertical columns of figures showing flows of inputs and outputs of recipient 
and producing branches of the economy in a systematized pattern. It is 
designed to ensure the internal consistency of the national economic plan. 

Means of production — material factors of production, i.e. land and capital 
(including raw materials) but excluding labour (and entrepreneurship). 

Multilateral trade and payments - a system of international trade under 
which trade surpluses earned in one country (or a group of countries) can 
be used to offset deficits with another (or several countries). It is typical of 
the trade of the developed capitalist countries and it usually presupposes 
convertibility of the currency (or currencies) used in settling balances. 
Much of the Socialist countries’ trade with the capitalist world is on a 
multilateral basis (using Western currencies) whilst in intra-CMEA tradea 
scheme was introduced in 1964 designed to lead gradually to multi- 
lateralism. 

National income — or ‘net material product’ is the net (of depreciation) total 
amount of goods and productive services produced in a year expressed at 
realized prices (not at ‘factor cost’). The national income figure calculated 
by the Socialist method is usually about one-fifth smallei than if calculated 
by the Western method. 

Net material product-see National income. 

Norm —~ a rule specifying the amount of working time indispensable under 
normal conditions to produce one unit ofan article (alternatively, it can be 
expressed as the number of units of output to be produced in a specified 
period of time). 

Objectively determined valuations - a concept used by L. V. Kantorovich to 
describe rational prices arrived at computationally which are conducive to 
the fulfilment of the optimal economic plan. O.d.v. reflect the scarcity of 
resources (land and capital, in addition to labour), and thus they are 
indicative of opportunity costs on a macrosocial scale. Their proposed 
function is to guide the allocation of resources at the central planning level 
for programming purposes. 

Optimal prices—see Programming prices. 

Optimization -— attainment of postulated effects (e.g. production, investment, 
consumption) with the smallest possible outlay of resources, or of 
maximum possible effects from a given outlay of resources. 

Organic structure of capital - capital-labour ratio, the relation between 
constant capital (c) and variable capital (v), i.e. cv. 

Planometrics — a branch of economics concerned with the methodology of 
constructing economic plans, especially of arriving at the optimal plan, 
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with the aid of modern mathematical methods and electronic computers. 

Prime cost - production cost borne by the enterprise. It includes wages, 
materials used, interest and depreciation of fixed capital. It does not 
include the cost of capital supplied to the enterprise by the State free of 
charge or capital charge. 

Procurement prices — prices paid by the State to collective and private farms 
on delivery of farm products to the State. They are usually differentiated 
according toa variety of considerations. 

Producers’ prices — prices paid to producing enterprises. They can be 
described as wholesale prices provided it is understood that they do not 
include turnover taxes and the wholesale mark-up. 

Production price - cost of production, comprising variable and fixed costs 
(wages and capital charges) plus an average rate of profit proportional to 
the total of the two cost components. It is usually higher than value (q.v.). 

Productive — contributing directly to material production. P capital - 
working and fixed capital engaged in production. P. services - transport, 
trade and paid-for services rendered to enterprises engaged in production. 
P. consumption— utilization of raw materials and intermediate goods in the 
process of material production. 

Programming prices — prices applied by the central planning authority in 
determining the allocation of resources according to macrosocial 
cost-benefit considerations. In the past, prices were either disregarded (in 
physical planning) or producers’ prices were used. In recent years, attempts 
have been made to work out optimal prices by mathematical methods and 
computers corresponding to the optimal plan. 

Rentability—strictly, the percentage ratio of profit to the prime cost. Vaguely, 
it may mean ‘profitability’ or ‘economic advantage’. 

Reproduction — continuous process of production involving productive 
consumption (q.v.) and investment. Extended (or expanded) r. signifies 
economic growth or a rising scale of production involving positive net 
investment. Simple r. is typical of a stationary economy where 
used-up capital stock is merely replaced, while contracting r. involves 
negative net investment and a decreasing scale of production. 

Seller’s market — condition prevailing in the market when aggregate effective 
demand tends to exceed supply at the existing prices, so that producers and 
sellers are in a dominant position over buyers. It is usually associated with 
a Socialist economy, although it may also appear under capitalism, 
especially in wartime. 

Shadow prices — prices not used in actual transactions but only applied by 
planners to determine the allocation of resources at the planning level. 
These prices embody corrections to actual (producers’ and retail) prices to 
take into account scarcity of resources and other social cost-benefit con- 
siderations. Besides, resources which are not subject to trade, such as 
socialized land, are assigned differential scarcity prices. 

Social product — in Socialist national income accounting, the value of the 
total output of all productive enterprises (i.e. ‘unproductive services’ are 
excluded) in a year. As it includes final as well as intermediate goods and 
productive services, its total is inflated by double-counting. 
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Socialization -— expropriation of privately owned enterprises, farms, 
agencies, etc., as a rule without compensation. 

Socialized sector — that which is owned and operated by society. It consists of 
State and collectively (or co-operatively) owned enterprises, farms, 
agencies, etc. The remaining sector is ‘private’ (or ‘individual’). 

Socially necessary labour -— the minimum amount of work performed by 
efficient labour under the normal technological conditions prevailing in 
the economy to produce a particular commodity or service. It is the deter- 
minant of value (q.v.). 

Sovkhoz — a Russian term for ‘State farm’ owned and operated by the State. 
The workers employed are paid wages and are treated in most respects like 
factory workers. 

Subbotnik —a Russian term for ‘Saturday work’. Work done without pay ona 
voluntary basis on days offor after working hours, usually on Saturdays. 

Surplus value - a portion of the value created by labour but appropriated by 
capitalists. It consists mainly of profit but it may also embody elements of 
rent and interest. In the Marxian formula, c+ v+ m, it is represented by ‘7m’ 
(c =constant cost, v = variable cost). In a modified form surplus value also 
arises under Socialism, but it is called ‘surplus product’ or ‘product for 
society’ and is partly absorbed by the State budget and other social institu- 
tions and partly retained by the enterprise in which it was created. 

Technical coefficient of production — a fractional figure indicating the input- 
output relation applicable to a particular industry or product. It is 
calculated by dividing the outlay of input per unit of output expressed in 
physical terms and it can be derived from the matrix of inter-branch 
balances (q.v.). 

Trade protocol - renewal for the following twelve (occasionally for fewer or 
more) months ofa trade agreement between countries trading on a bilateral 
basis. It is more specific than a trade agreement. If the partner is a capitalist 
country, it merely means that the government undertakes to issue import 
and export licences to the entities trading with the Socialist country in 
question to the amount agreed on, but it does not guarantee reaching the 
quotas or totals agreed upon in the protocol. 

Transferable ruble — also called ‘clearing’ or ‘conversion’ ruble, a medium of 
settling balances among CMEA countries as an instrument of the gradual 
multilateralization of the member countries’ trade. It is divorced from the 
Soviet financial system, although its official gold content (0-987412 
grammes of fine gold) is the same as for the ruble in internal circulation, but 
both are inconvertible into gold or hard currencies. 

Turnover tax — sales (or purchase) tax levied usually on consumer goods and 
exceptionally on producer goods. Apart from profits, it represents the 
main source of State budgetary revenue. 

Value - the amount of socially necessary labour (q.v.) embodied in a 
particular product. The price of the product, or its actual value-in- 
exchange, may depart from its value according to the conditions of supply 
and demand in the market. 

Variable capital - in the Marxian theory of value (c + v +s), that part of total 
capital in the process of production which is spent on wages. In the 
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formula, it is represented by v, and it is the only element contributing to the 
creation of new value (in contrast to constant capital). 

Vertical planning — a system of ‘command’ planning in which there is little 
participation from below. Instead targets and even methods of their 
implementation are imposed by directives from above. It is associated with 
highly centralized systems of economic administration and management 
and was typical of Socialist countries up to about the early 1960s. 
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CHAPTER | 


Background of Modern Socialist 
Economics 


The term ‘Socialism’ became well established in England in the 
1830s, although its first use can be traced back to at least 1827 (in Co- 
operative Magazine, founded in London in 1824). Since that time 
Socialism has had an extraordinary career; less than a century later a 
British social! scientist could compile over 260 definitions of Social- 
ism.' Today, the regimes which pursue Socialist economic policies 
can be found in monarchist Sweden and in communist China, in 
developed France and in underdeveloped Tanzania, in Catholic 
Peru, Muslim Algeria and in Buddhist Burma. 

However, more specifically, the description ‘Socialist’ (spelled 
with a capital letter) is used to describe the seventeen countries ruled 
by Communist Parties, viz. (the year of foundation in brackets): 


Democratic Republic of Afghanistan (1978) 
People’s Socialist Republic of Albania (1946) 
People’s Republic of Bulgaria (1946) 

Peopie’s Republic of China (1949) 

Republic of Cuba (1959) 

Czechoslovak Socialist Republic (1945, 1948) 
[East] German Democratic Republic (1945, 1949) 
People’s Republic of Hungary (1945) 

People’s Republic of Kampuchea (1975) 

10. Democratic People’s Republic of [North] Korea (1946) 
11. Lao People’s Democratic Republic (1975) 

12. Mongolian People’s Republic (1924) 

13. Polish People’s Republic (1947) 

14. Socialist Republic of Romania (1946) 

15. Union ofthe Soviet Socialist Republics (1917) 

16. Socialist Republic of Vietnam (1954, 1976) 

17. Socialist Federated Republic of Yugoslavia (1945) 


Pease A ed a tasad ed 


In addition to the seventeen Socialist-‘bloc’ countries, there are eight 
other countries in Africa and the Middle East which are ruled by 
communist or Marxist regimes, viz.: 
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18. People’s Republic of Angola (1975) 

19. People’s Republic of Benin (1975) 

20. People’s Republic of Congo (1970) 

21. Socialist Ethiopia (1974) 

22. People’s Republic of Guinea-Bissau (1972) 

23. People’s Republic of Mozambique (1975) 

24. Somali Democratic Republic (1976) 

25. People’s Democratic Republic of the [South] Yemen (1970) 


In this book, the emphasis is on the eight European Socialist 
countries (Bulgaria, Czechoslovakia, the German D.R., Hungary, 
Poland, Romania, the USSR and Yugoslavia) in which economic 
planning has been most firmly established and in which the modern 
principles of Socialist economics have best been developed and tested 
in practice. 

To avoid confusion, which on this score is pretty common in the 
West, it must be pointed out that in Marxian terminology two stages 
of communism are distinguished. The first stage (called by Marx the 
‘lower phase’), or ‘Socialism’, is a transitional stage during which 
some elements of capitalism are retained. All the countries listed 
above are in this stage. Contrary to Western usage, these countries 
describe themselves as ‘Socialist’ (not ‘Communist’). The second 
stage (Marx’s ‘higher phase’), or ‘Communism’ is to be marked by an 
age of plenty, distribution according to needs (not work), the absence 
of money and the market mechanism, the disappearance of the last 
vestiges of capitalism and the ultimate ‘withering away’ of the State. 
The USSR, socially the most advanced Socialist country at present, 
was vaguely scheduled to start entering the second stage in about 
1980,? but owing to unforeseen economic setbacks, the date has been 
postponed for the time being. 


A. THE SOCIALIST ECONOMIC SYSTEM 


All Socialist countries subscribe to Marxism-Leninism, which in 
addition to economic philosophy also embodies sociological, moral 
and political precepts. This system of ideas provides basic guidelines 
for institutional organization and the driving force directed towards 
ensuring social justice. The general characteristics distinguishing the 
Socialist from the capitalist economic system can be reduced to four 
fundamental] elements. 


a. Concentration of power in the Communist Party representing the 
working classes. The system of government based on monoparty rule 
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has important economic implications. The Party provides continuity 
of economic policy, and it makes overall value judgements. As the 
national scene is so overwhelmingly dominated by the Party, 
economic and non-economic objectives are intimately integrated in 
the State’s totality ofactions. 


b. Social ownership of the means of production. Most natural 
resources and capital are socialized, including land, manufacturing 
industries, banking, finance and domestic and foreign trade. Taking 
the eight European Socialist countries under consideration as a 
whole, 92 per cent of farming land is in the socialized (State and co- 
operative) sector, and 95 per cent of the national income is con- 
tributed by this sector (for further details, see Chs 4 A and9 A). 


c. Central economic planning. The market mechanism is largely 
replaced by, or at least substantially supplemented with, economic 
planning, which is normally the responsibility of the State Planning 
Commission in each Socialist country. Economic processes are 
subordinated to macrosocial objectives laid down by the Party. 


d. Socially equitable distribution of national income. Property 
incomes (rent, interest, profits) are virtually eliminated, while earned 
incomes are based on the quantity and quality of work. Private con- 
sumption is supplemented with a very well developed system of 
collective goods and services provided free by the State. 

However, it must be borne in mind that the former sharp dis- 
tinctions between capitalist and Socialist economies have been obliter- 
ated to some extent by the developments described by some Western 
thinkers as the ‘convergence’ of the two systems. This process is 
marked by increasing equality, departures from free enterprise and 
increasing State intervention in the capitalist world, with liberal 
economic revisionism incorporating several elements of capitalism 
in the more developed Socialist countries (for details, see Ch. 16 D). 


B. MODELS OF THE SOCIALIST ECONOMY 


Up to about the mid-1950s, all Socialist countries had highly 
centralized economies, all fashioned on the Soviet model developed 
under the autocratic Stalinist regime. It was generally assumed that 
this was the only model possible or desirable under Socialism, and 
those who did not agree could not easily articulate their views. How- 
ever, the Yugoslav reforms (after 1951), the possibility of ‘different 
paths to Socialism’ officially acknowledged at the 20th Congress of 
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the Communist Party of the Soviet Union (in 1956) and the remark- 
able revival of economic thought that followed have effectively 
undermined the former orthodox uniformity. Today Socialist 
economists distinguish four basic models, according to the manage- 
ment of the economy and the consequent method of the allocation of 
resources. The first two provide highly centralized solutions, while 
the other two represent decentralized approaches. 


I. THE BUREAUCRATIC CENTRALIZED MODEL 


In this model, economic processes are dominated by an hierarchical 
system of planning and management, the Central Planning Authority 
(CPA) constituting the peak of the pyramid. There is no scope for 
independence of decision-making at the operational level, as all 
economic calculation is carried out at the time of the construction of 
the national plan. Producing units are bound by directive targets and 
a large number of other directive plan indicators. Economic account- 
ing is done exclusively in physical units, and allocative decisions are 
based not on prices but on material balances. 

The advantage of this model is that it ensures the structure of 
production according to the priorities postulated by the Party and the 
internal feasibility of the plan. However, the system is wasteful and it 
lacks flexibility. Resources are not allocated in the most efficient 
patterns. Errors in planners’ judgement lead to bottlenecks, shortages 
and even the rationing of consumer goods. 


2. THE PLANOMETRIC CENTRALIST MODEL 


The method of physical balances is replaced by mathematical 
solutions carried out at the CPA level. The system presupposes a well 
developed network of computers for collecting, processing and cross- 
checking economic data. By solving billions of simultaneous 
equations, an input-minimizing or output-maximizing plan variant 
is arrived at. The interrelationships in the optimal plan provide the 
basis for optimal prices, which are also established computationally. 
All production decisions are based on these prices, but the actual 
methods of plan fulfilment at the operational level are left to 
individual producing units. 

In theory, this system provides a considerable degree of flexibility, 
and it can ensure the optimum utilization of resources. However, it is 
still beyond practical possibility, owing to the insufficiently 
developed network of computers and the shortage of trained 
personnel. Furthermore, enforcement of the computational prices in 
individual enterprises would be a formidable task. 
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3. THE SELECTIVELY DECENTRALIZED MODEL 


Under this system, central planning and the administrative 
machinery are retained. But some responsibilities are delegated to 
branch associations or regional bodies and to enterprises, and they 
are in a position to influence the central plan. The number of 
directive indicators is reduced, and profitability is accepted as the 
main criterion of enterprise performance. Prices are still centrally 
planned, but they more closely reflect production costs in order to 
reduce the need for subsidies and to attain the desired levels of profit- 
ability for different branches of the economy. There is freedom of 
consumer’s choice, but retail prices may be manipulated by the 
authorities to ensure equilibrium in the market for consumer goods. 

This system provides some freedom of initiative for enterprises, 
within circumscribed limits, and a better deal for consumers. But the 
price-setting process is not devoid of arbitrary elements, and the 
allocation of resources is not necessarily placed on the most efficient 
basis from the standpoint of scarcity—preference relations. 


4. THE SUPPLEMENTED MARKET MODEL 


Economic processes are conditioned by the market mechanism, thus 
replacing annual plans and directive targets. As a rule, prices are 
determined in the market, reflecting supply and demand conditions, 
but they are corrected by authorities in accordance with long-run 
macrosocial cost-benefit considerations. Prices provide a guiding 
function to enterprises endeavouring to maximize their profits, and 
consumers’ preferences almost entirely determine the allocation of 
resources to different uses. The role of the greatly reduced body of 
planners is limited to what Ota Sik (a prominent Czechoslovak 
economist) calls ‘orientation planning’— i.e. to determining certain 
basic proportions (such as those between consumption and invest- 
ment and among different branches of production), and, where 
necessary, to initiating key developmental projects. But to achieve 
the desired objectives, planners rely essentially on fiscal and 
monetary measures operating through the market. 

There are many obvious advantages to this model. The rigidities 
and waste of bureaucracy are largely removed. There is a sound 
system of pricing which is conducive to an efficient utilization of 
resources. 

Of the nine European Socialist countries, only two can be fairly 
easily fitted into these models — Albania as a bureaucratic centralized 
case, and Yugoslavia as a supplemented market economy. The 
remaining countries mostly conformed to the first model up to the 
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late 1950s. Since that time, although still retaining several elements 
of the centralized system, they have been increasingly inclined to 
embrace the selectively decentralized model. Two of them, Czecho- 
slovakia and Hungary, have gone further and have incorporated 
several features typical of the supplemented market model. No 
country has yet adopted the planometric model, but more theoretical 
and empirical work has been done in this direction in the German 
D.R., Hungary and the USSR than in other Socialist countries. 


C. ECONOMIC REFORMS 


With the exception of Yugoslavia,? the economic reforms that were 
carried out in Eastern Europe and the USSR before 1960 were 
practically all of the bureaucratic and administrative type. A certain 
measure of liberalization during 1956-8 in some of them (Poland, the 
German D.R. and Hungary) was followed by Stalinist-type reactions. 
A summary of the reforms implemented or initiated since 1960 is 
presented in Table |. Their general purpose is to increase the 
efficiency of the Socialist economies which have attained a fairly 
advanced stage of development. We shall now briefly describe the 
significant elements of the reforms common toall the countries under 
consideration. 


Table 1 Economic Reforms in the European Socialist Countries 


since 1960 

Year Country Details ofreforms 

1960 Poland Reform of producers’ prices. 

1961 USSR Domestic revaluation of the ruble. 

1963 Hungary Some decentralization of planning and 
management. 

1963 Romania Reform of producers’ prices. 

1963 Poland Some decentralization of management in 
industry. 

1963 German D.R. Guidelines on the New System of Economic 
Planning and Management adopted. 

1964 Hungary Capital charges introduced in industry. 

1964 Poland Greater role assigned to material incentives to 


labour, interest rates and profits. 

1964 Czechoslovakia Some liberalization of restrictions on private 
enterprise. 

1964 German D.R. Reform of planning, management, price- 
setting procedures, producers’ and retail 
prices. Wage payments to be related to 
enterprise profits. 
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Table | (continued) 


1964-5 USSR 
1965 Yugoslavia 
1965 USSR 
1966 Poland 
1967 Czechoslovakia 
1967 Bulgaria 
1967 USSR 
1967 Yugoslavia 
1968 Hungary 
German D.R. 
1968 Hungary 
Romania 
1968 Bulgaria 
1969 Romania 
Czechoslovakia 
1969-70 4 Coeehe 
‘Bulgaria 
German D.R. 
1969-71 { Hungary 
Poland 
\ Romania 
1972 Hungary 
1972 Poland 


Experiments on profit as a criterion of 
enterprise performance. 

A general reform leading to further decentral- 
ization. Strengthening of the role of fiscal 
and monetary policies. Closer orienta- 
tion to foreign trade. Price reform more 
favourable to agriculture. 

Liberalization of individual plot farming. 
Official acceptance of profit as the main 
indicator of enterprise performance and 
greater independence granted to enter- 
prises. 

Reform of material incentives and factory 
prices. Extension of self-financing of enter- 
prises. Bonuses in export industries to be 
based on net foreign exchange earnings. 

Decentralization of planning and manage- 
ment. Flexible price system. Strengthening 
economic levers. 

Decentralization of planning and manage- 
ment. Strengthening of material incentives 
and financial instruments. Banking reform 
(greater centralization). 

Reform of producers’ prices. 

Joint ventures with capitalist 
allowed. 

Flexible price system. Extension of material 
incentives in agriculture. 

Banking and credit reforms — greater diversi- 
fication, flexible credit policies, strengthen- 
ing of financial controls. 

Reform of wholesale industrial and agri- 
cultural prices and of the prices of 
imported goods. 

Extension of material incentives. Greater 
independence of enterprises. Decentraliza- 
tion of foreign trade. 

Banking and credit reforms. 


partners 


Reforms of producers’ prices. 


Banking and financial reforms. 
Greater freedom allowed to enterprises. 
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Table | (continued) 


1972 J Hungary Joint ventures allowed in these countries with 
{ Romania capitalist partners. 

1972-3 USSR Reform of producers’ prices. 

1973-5 USSR Formation of industrial corporations. 

1974-5 GermanD.R. Banking reform. 

1974-6 Romania Reform of producers’ prices. 

1975 CMEA New basis for intra-CMEA foreign trade 

prices. 

1975 Yugoslavia Inter-bank money market formed. 

1976 German D.R. Reform of industrial prices. 

1976 Poland Joint ventures allowed. 

1976-7 Yugoslavia Banking reform. 

1978-81 CMEA Industrial reorganization, managerial reforms, 


( stronger material incentives. 
1980 2 Czechoslovakia Reform of foreign trade procedures and incen- 


( Romania tives. 
1980 Bulgaria Joint ventures allowed. 
1980-1 Poland Independent non-rural and rural trade unions 


and strikes legalized. 


a. Liberalization of planning. Planning is now less prescriptive and 
detailed. Instead, there is a growing trend to establish only broad 
targets, expressed in value terms, and there isa shift of emphasis from 
short-term to long-term (five- to twenty-year) planning. There is 
closer correspondence between the planning authorities and the 
enterprises. 


b. A greater independence of enterprises. Industrial and trading 
enterprises have been given greater freedom to choose the ways and 
means of plan fulfilment. The hierarchical system of economic 
relationships is being partly replaced by horizontal dealings between 
enterprises based on contracts. 


c. Profit. This criterion has been accepted as the main indicator of 
enterprise performance, whilst the number of directive indicators 
previously regulating enterprise activities has been greatly reduced. 


8 


BACKGROUND OF MODERN SOCIALIST ECONOMICS 


d. Strengthening of material incentives to labour. Increased 
importance is now attached to material, as distinct from moral, 
incentives. A portion of enterprise profits is distributed individually 
and collectively to the workers and other employees according to the 
quantity and quality of the work performed. 


e. Price reforms. Producers’ prices have been brought more closely 
in line with production costs to reduce the need for State subsidies 
and to enable average enterprises to be profitable. Similarly, the pro- 
curement prices payable to the farms have been raised in relation to 
industrial prices, to encourage agricultural production and to 
improve living standards in rural areas. In some countries (Bulgaria, 
Czechoslovakia, Hungary, Poland and Yugoslavia) so-called flexible 
price systems have been introduced, whereby a large proportion of 
prices can be determined by the market conditions of supply and 
demand. 


f. A greater role assigned to finance and credit. Enterprises have been 
charged with greater and stricter financial responsibility. Capital 
charges (on capital supplied directly by the State) have been intro- 
duced. Instead of directives, the authorities are increasingly relying 
ona flexible use of interest rates, credit and taxes. 


g. Acloser link between production and distribution. There has been 
some overhaul of the retail and wholesale trade network, designed to 
improve service to consumers and to enable effective transmission of 
customers’ preferences to producing enterprises. Profit is now 
generally calculated on the basis of output sold, not merely produced 
or handled, so that it is in the interest of both industry and trade to 
supply customers with what they want. 


h. A stronger orientation to foreign trade. The monopoly of the 
ministries of foreign trade and foreign trade corporations has been 
relaxed in favour of other ministries, branch associations and selected 
enterprises to provide greater flexibility and efficiency. New systems 
of incentives have been devised to stimulate foreign trade and, in 
particular, to promote a greater effectiveness of exports. 


These are the main features of the reforms in brief outline. Further 
details of new principles, policies and practices are presented in 
subsequent chapters. But some general observations are warranted at 
this stage. The degree of decentralization achieved so far differs, of 
course, in each of the nine countries. Arranged in descending order, 
the list looks like this: Yugoslavia; Hungary; Czechoslovakia, 
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Bulgaria, Poland, the German D. R., Romania and the USSR; 
Albania. 

In Poland, in the wake of the industrial strife of 1980-1, far 
reaching liberal reforms have been considered which, if imple- 
mented, will turn the Polish economy into ‘market socialism’, of a 
variety that lies somewhere between that of Yugoslavia and Hungary. 

It may be added that even China has not been immune to reforms. 
There were lively discussions in the early 1960s on liberal economic 
reforms, including the acceptance of the profit indicator and strong 
material incentives. But the movement, led by Liu Shao-ch’i (at that 
time, the official successor to Mao Tse-tung), was suppressed during 
the Great Proletarian Cultural Revolution of 1966-9 and further 
harassed by the Gang of Four up to 1975. Liu was branded as a 
capitalist roader, and by 1969 he had been stripped of his posts and 
expelled from the Party. However, since the early 1970s the authori- 
ties have cautiously embarked on reforms, most of them liberal in 
content (and Liu was rehabilitated, posthumously, in 1980). In 1979 
a more ambitious move was made, described by some as China’s 
‘New Economic Policy’, initiated by Deng Xiao-ping. But Chinese 
reform moves have been marked by occasional reactionary setbacks, 
such as the latest one—-that of 1981. 

The reforms have not gone as far as some enthusiastic Western 
commentators have made it appear. With the exception of Yugo- 
slavia, the authorities have exercised a good deal of caution lest too 
much power should be handed over to the ‘invisible hand’ of 
anonymous market forces. The reforms have been gradual, consisting 
in selective engrafting of the elements of the market mechanism 
rather than in radical departures from central planning. Economic 
reforms are not merely a question of economics. They inevitably 
involve ideological, social and political issues. There is no lack of 
Stalinist hardliners critical of ‘economic revisionism’, who still 
impose a good deal of restraint on the governments and liberal 
reformers. 


D. THE NEW SOCIALIST ECONOMICS 


Up to about the mid-1950s, the science of economics, or ‘political 
economy’,* in Socialist countries was in a deplorable state. Most 
thinkers believed that there was little scope for independent study of 
economics in the context of a Socialist planned economy. Some 
extremists even denied the existence of economic laws under Social- 
ism. This view was most forcefully expressed by Rosa Luxemburg, 
who wrote before World War I that ‘the victory of the working class 
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constitutes the last act of political economy as a science’.5 It is not 
without significance that between 1928 and 1954 no textbook of 
economics was written and published in the Soviet Union. 

The majority of writers were preoccupied with interpreting Marx 
in order —as was concluded at the Conference of Polish economists in 
1967 - ‘to provide apologetic justification of current economic 
policies.’® Yet neither Marx, nor Engels, nor Lenin ever presented a 
systematic and complete treatment of economic theory, particularly 
in respect of the allocation of resources, demand analysis, consumer 
equilibrium and foreign trade. 

However, a new era has opened up to the science of Socialist 
economics since the mid-1950s. Stalin’s death (March 1953), 
growing moderation in ideological fervour, milder censorship and 
increasing contacts with Western economic thought have largely 
removed previous crippling constraints on objective discussions and 
research. At the same time the increasing complexity of the Socialist 
economies, the slowdown in economic growth and the stagnation of 
the early 1960s have created an unprecedented need for new 
solutions. But the most obvious challenge has been provided by the 
economic reforms of the last decade or so. The editor of the well- 
known theoretical organ of the Communist Party of the Soviet Union 
clearly indicated the direction in which the winds were blowing in the 
world of Socialist economics: 


The reform confronts economic science with responsible tasks. 
The economic scientists must analyse the essence of economic pro- 
cesses more profoundly, discover new trends in the national 
economy, make evaluations of the operation of the new system and 
formulate scientifically substantiated recommendations for further 
progress.’ 


This remarkable rejuvenation of economics has been stimulated by 
the increasing application of mathematics to economic thinking and 
testing. For a long time, orthodox Socialist economists bitterly 
opposed the ‘mathematization of economics’, regarding it as being 
‘anti-historical’ and ‘anti-social’ because they correctly foresaw a 
threat to the traditional Marxist political economy. Mathematical 
models and other important contributions to economics, as, for 
example, those put forward by L. V. Kantorovich and V. V. 
Novozhilov (of the USSR), J. Kornai and T. Liptak (of Hungary) and 
M. Kalecki, O. Lange and W. Trzeciakowski (of Poland), recognize 
the scarcity of non-labour resources and involve marginal analysis. 
These are in open conflict with the labour theory of value, one of the 
cornerstones of Marxism. But although there is no lack of opponents 
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even today, especially amongst the older economists, such as M. 
Kolganov, Y. Kronrod, S. M. Nikitin and K. Ostrovityanov of the 
USSR,’ mathematics is now clearly calling the tune in the further 
development of the science of Socialist economics. 

In contrast to the past, the Communist Parties are not interfering 
unduly in these developments. They are rather staying aloof from the 
most controversial issues, but on the whole encouraging theoretical 
research and particularly empirical testing. At the same time serious 
thinkers, especially the younger generation of economists, although 
naturally expressing their thoughts in Marxist terminology, display 
little inclination for adapting their ideas to the Marxist straitjacket. 

In the last decade or two, universities and institutes of economics 
have been busily engaged in rewriting textbooks of economics to 
embody the new principles. When asked why he was sponsoring a 
new textbook, considering that there were already a dozen recent 
texts available in Poland, the vice-chancellor of the Advanced School 
of Social Sciences in Warsaw justified his decision by the ‘stormy 
development of the science of economics in recent years’.° 

The fields in which Socialist economic thought has made greatest 
progress in the last two decades include optimal planning, econo- 
metrics and cybernetics, intensive growth, steering mechanisms, the 
role of the market mechanism in the context of central planning, 
criteria of enterprise performance, the effectiveness of investment, 
and foreign trade efficiency studies. It does not mean that Socialist 
economists have provided complete solutions, even in these fields. 
According to the Institute of Economics of the Polish Academy of 
Sciences in 1967, research effort in the next fifteen years (coinciding 
with the then current perspective plans) would have to concentrate 
on the following problems, in addition to the nine fields stated above: 
multi-sectoral models of growth, the reconciliation of micro- 
economic behaviour with long-run macroeconomic objectives, the 
operation of economic levers, the application of mathematical 
methods to management, workers’ self-government, economic 
accounting, wholesale and retail pricing, consumption models, 
‘unproductive services’, regional economics, economic prognoses, 
and the perfection of intra-Socialist economic integration.!° 


NOTES 


) D.F. Griffith, What is Socialism?, Symposium, London, Richards, 1924. 

2 See V. I. Lenin, The State and Revolution, Ch. |. ‘The Road to Communism’, 
Documents of the 22nd Congress of the CPSU, Moscow, FLPH, 1961, p. 512. 

3 Minor changes were initiated in 1949-50, following Yugoslavia’s explusion from 
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Cominform in 1948. The main reform was carried out in 1952, when detailed 
annual plans were discontinued, substantial independence was granted to enter- 
prises, a greater role was assigned to the price mechanism and a decollectivization 
of land became permitted. Further reforms along these lines were carried out in 
1958, and 1965. 

The term ‘political economy’ was first used by A. de Monchrétien (Traité de 
l'économie politique) in France in 1615 to indicate that his book was concerned 
only with the State economic management. In England, the term was established 
by James Steuart (/nquiry into the Principles of Political iconomy) in 1767. Marx 
borrowed the term from previous writers (his main work, Capital, published in 
1867, carried the sub-title Critique of Political Economy) and since then the 
description has been commonly used in Marxist literature. 

Since the publication of A. Marshall's Principles of Economics (1890), the term 
‘economics’ has become firmly established in English-speaking countries, whilst 
the phrase ‘political economy’ has been generally reserved for the classical and 
Marxist treatment of economics. However, the usage in Easter Europe has 
varied. On the one hand, even before the communist takeover, the phrase 
‘political economy’ was mostly used to also describe post-classical capitalist 
economics, On the other, today the term ‘economics’ is also used in these countries 
in reference to Socialist economics, and this practice appears to be on the increase 
(e.g. Ekonomika konsumpcji, Warsaw, 1966, Ekonomika_ evropeiskikh 
stran-chlenov SEV, Moscow, 1968). 

In the title of this book, the term ‘economics’ is preferred not only for the sake of 
brevity, but also to indicate that this study is concerned with modern Socialist 
economics, not merely an exposition or reinterpretation of Marxist or orthodox 
Socialist ideas. 

Quoted from Oskar Lange, Ekonomia polityczna (Political Economy), Warsaw, 
PWN, 1959, Vol. I, p. 78. 

Ekonomista, 5/1967, p. 1293. 

(‘Economics — the Decisive Link in the Struggle for Communism’), Kommunist, 
11/1968, p. 13. 

M. Kolganov, (‘Political Economy and Mathematics’), Voprosy ekonomiki, 
12/1964, pp. 111-25; Ya. Kronrod, (‘On the Problems of the Logic of the Political 
Economy of Socialism’), Vop. ekon., 12/1964, pp. 74-85; S. M. Nikitin, Kritika 
ekonometricheskikh teorii ‘planirovaniya’ kapitalisticheskoi ekonomiki (Critique 
of the Econometric Theories of ‘Planning’ in Capitalist Economics), Moscow, 
Gostatizdat, 1962; K. Ostrovityanov, (“Methodological Problems in the Political 
Economy of Socialism’), Vop. ekon., 9/1964, pp. 111-28. 

Zycie gospodarcze, 22 Oct. 1967, p. 9. The textbook in question is M. Pohorille 
(ed.), Ekonomia politvczna socjalizmu (The Political Economy of Socialism), 
Warsaw, PWE, 1968. 

Ekonomista, 5/1967, pp. 1285, 1297-1303. 
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CHAPTER 2 


Planning and the Market 


The role of planning and of the market under Socialism has been the 
most fundamental and controversial issue ever since the first Socialist 
state was established in 1917 and, no doubt, it will continue to be so in 
the future. All Socialist economies have always embodied elements 
of both, but the role of each has varied in different periods, and 
further differences could be found among the countries in question 
even at a particular time. We shall examine these two mechanisms in 
some detail because their interrelations decisively condition the 
functioning of the specific economic processes to be considered in the 
remaining chapters of this study. 


A. BASIC PRINCIPLES OF SOCIALIST PLANNING 


The term ‘planning’ has a very broad meaning in Socialist countries. 
It is defined in a Socialist textbook as: 


the system of managing economic processes involving production, 
distribution, investment and consumption. Its essence consists in 
determining economic targets and methods for their implementa- 
tion, in particular the allocation of the means of production and of 
labour to different uses. As such, planning is an instrument of 
economic strategy to achieve the optimum growth of national 
income or the maximum satisfaction of social needs. ! 


The system presupposes the existence of a central planning 
authority, usually known as the State Planning Commission (SPC), 
whose chairman is (with the exception of Yugoslavia) a member of 
the cabinet. In the USSR it is popularly known as Gosplan 
(abbreviated from Gossudarstvennaya Planovaya Komissiya), whose 
beginnings go back to 1921. The official designation of the SPC is the 
Economic Planning Board in the D.P.R. of Korea, the Planning 
Commission Attached to the Council of Ministers in Poland and the 
Federal Committee for Social Planning in Yugoslavia. In Hungary, 
In addition to the SPC, there is National Economic Commission 
(created in 1980) for the review of annual economic plans before they 


15 


THE ECONOMICS OF SOCIALISM 


are passed on to the Council of Ministers. There are five specific tasks 
for which the SPC is responsible: 


(i) determination of the criteria of economic calculation under- 

lying planning decisions; 

(ii) determination and quantification of the targets to be reached in 
the planned period; 

(iii) co-ordination of the targets to ensure the internal consistency of 
the plan; 

(iv) determination of appropriate methods to ensure plan fulfilment; 

(v) current revision of targets according to changing conditions.? 


The SPC has to work within the confines of the overall social goals 
and priorities laid down by the Party. It is then implicitly assumed 
that the scale of planners’ preferences constitutes a reflection of social 
needs. 

The period for which a given plan is constructed is called the 
planning horizon, which largely determines the purpose and content 
of the plan. Long-term, or ‘perspective’, plans (fifteen to twenty 
years) are primarily concerned with long-term problems of structural 
changes on the national scale, technology, the training of labour and 
the like. The greatest role is played by medium-term plans, usually 
covering five (occasionally six or seven) years and concerned mostly 
with changes in the capacity and rate of production of different 
industries or enterprises, i.e. mostly with investment. There are also 
short-term, or ‘operational’, plans (covering twenty-four, twelve and 
four months) concerned with current production tasks and problems 
of equilibrium — e.g. between the wage fund and market supplies, 
between imports and exports, etc. 

In general, the longer the planning horizon the less directive are the 
targets. In recent years there has been a tendency for the planning 
commissions to concentrate on medium-and long-term planning and 
to make short-term plans less prescriptive or to abolish them 
altogether (as in Yugoslavia). The existence of plans covering 
different periods creates co-ordination problems. A new approach to 
this question is contained in continuous planning, whereby medium- 
term plans are not closed within specified periods but are constantly 
supplemented and extended in the process of their implementation. 
Most progress along these lines has been achieved in Czechoslovakia. 

The details of the plan are naturally worked out in close collabora- 
tion with the different ministries. The role played by the operational 
level (enterprises and branch associations) differs according to the 
degree of centralization. In the extreme case of ‘hierarchical’ 
planning, the plan is simply imposed from above by the SPC, and the 
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different administrative organs and individual economic units have 
no influence on the plan (beyond supplying basic information to 
higher authorities). This system has now been largely replaced with 
‘planning from below’, whereby individual enterprises submit 
‘counter-plans’ to branch (or ‘economic’) associations and the latter 
tothe SPC. 

Under decentralized planning, also known as horizontal or 
demand planning, the central plan is based on contracts between 
virtually independent enterprises. Such contracts are co-ordinated, 
and in some cases pruned and supplemented by the SPC (or lower- 
level organs) to provide for developments of long-run macro- 
economic importance. This system of planning exists in its most 
liberal form in Yugoslavia and is developing in Bulgaria, Czecho- 
slovakia, the German D.R. and Hungary. 

The national plan is first examined by the Council of Ministers and 
then submitted to Parliament. The latter lays down the sphere of 
responsibility of each level of economic administration towards the 
plan fulfilment and the plan becomes a law. After the plan is 
accepted, the targets are disaggregated and transmitted to their 
respective executors (ministries, branch associations, enterprises). 
The plan is put into effect by means of directives and indicators, 
administrative regulations, orientational guidelines and incentives. 

Directives issued to enterprises can be in the form of instructions 
for producing and delivering specified quantities of products of 
defined quality to specified recipients by particular dates. Or 
alternatively, and this form is now assuming increasing importance, 
the targets may be formulated in terms of a certain level of profit, or 
financial reserves or net value of production (value added) without 
specification of the size or structure of production. 

The number of products for which there are compulsory targets in 
the central plan has been greatly reduced in recent years — for 
example, in Czechoslovakia to about 200 (compared with 1,500 in 
1966), to eighty in the German D.R. and to 120 in Bulgaria.? 
Similarly, the number of directive indicators issued to enterprises has 
been substantially pruned. In Bulgaria before 1967 they ran into 
several dozens, but since then they have been reduced to five — the 
total value of production, the volume of production of basic 
products, limits to investments, limits to centrally allocated raw 
materials and components, and restrictions on transactions involving 
foreign exchange. The number of directive indicators is largest in 
the USSR, while in Yugoslavia they are no longer compulsory. 

To be capable of fulfilment, the plan must be above all internally 
consistent. This condition is ensured at the construction stage by the 
method of material balances or of inter-branch balances, whereby 
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targets are reconciled with the constraints of available resources. The 
balances, which are normally expressed in physical units, provide a 
basis for the financial counterpart of the plan. According to existing 
practice in most Socialist countries, the overall balance of the national 
economy comprises the following flows which, naturally, have to be 
harmonized: 


(i) production, consumption and accumulation; 
(ii) primary, secondary and final distribution of national income; 
(iii) personal money income and expenditure; 
(iv) fixed and circulating assets in the productive and unproductive 
spheres; 
(v) utilization of labour resources. 


Of the two methods of balancing, that of material balances was 
commonly used in the past. However, with the growing number of 
alternatives and the complexity of the production processes, this 
method has become increasingly cumbersome to handle, and more- 
over it obscures inter-branch links and the repercussions of economic 
changes. Although still useful in some respects, it is being replaced 
with a more sophisticated analysis — the complex method of inter- 
branch balances, which we shall discuss next. 


B. THE COMPLEX METHOD 
OF INTER-BRANCH BALANCES 


This method can be best described as input-output analysis.5 It 
consists in working out a matrix of flows which looks like a chess- 
board. It provides a synthetic and lucid picture of processes directed 
at production and distribution. The theoretical framework of such a 
model is represented in Table 2. The following discussion of the table 
should help an understanding of the nature of the method of inter- 
branch balances. 

The table consists of columns i and rows j. The economy is divided 
into so many branches, and each of them achieves an annual output 
equal to Q,, Q,, Q;,...Q,. Each branch uses a certain portion of its 
own annual output, which is designated x,,, X,., X33,...Xnn. The 
remaining portion of each branch’s annual output is to be delivered 
to other branches. 

Thus, coal mines retain a given quantity of coal for their own use 
(to operate engines, pumps, lifts, locomotives, etc.) and deliver the 
rest to iron-smelting, chemical, railway and thermal power branches. 
Symbol x,, signifies the portion of the output of branch , for the use of 
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Table2. A Model Table of the National Balances of the Economy 


Receiving Final recipients 
branches Inter-branch flows 
of which Gross output 


47) 
(i) N 


Producing x Total 
branches Consumers Investors 


Personal income 
Surplus product 


Gross output 


Source. Based on: M. Pohorille (ed.), EXonomia polityczna socjalizmu (Political Economy of Socialism), Warsaw, PWE, 1968, p. 535. 
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branch ,, x,, is the portion of output of branch , for branch ,, x,, is the 
portion of production of branch , to branch ,. To generalize, xj; 
indicates the flow of production from branch ito branch j, whilst x, is 
the portion used up in branch /. 

The remaining part of production, i.e. over and above that used up 
in the branch and other branches during the year, constitutes value 
added or net material production (or national income as understood 
in Socialist countries). This total is devoted to consumption and 
investment. Wages (expressed, of course, in money terms) indicate 
the distribution of labour among the different branches. The vertical 
columns indicate the gross value structure in each branch — material 
inputs (x,,,..., X,,) on the one hand, and personal income P,,..., 
P,)and ‘surplus product’ (S,,... , S,)on the other. 

The table of inter-branch balances falls into four distinct parts: 


Il IV 


Part I shows the indirect stages of production, i.e. the actual inter- 
branch flows, and it is the basic division of the table. It shows the 
economic and technical relations between different branches of the 
economy. It is called the square matrix of inter-branch balances. 

Part II represents net material production or simply national 
income, according to the Socialist method of social accounting (see 
Ch. 4 A), created by the branches and distributed to the final 
recipients in the form of current consumption and investment. Part 
III shows the types of incomes generated in the productive branches. 
Part IV comprises personal expenditure and that out of the State 
budget. 

The square matrix of inter-branch balances enables the calcula- 
tion of technical coefficients of production, which play a very 
important part in Socialist economic planning. To produce a given 
quantity ofa particular article, one needs a certain quantity of inputs. 
The quantity of input used up per unit of output depends on the 
technological level of production. Thus if, to produce Q, units of out- 
put in branch j, one needs x,, units of the product from branch /, then 
the technical coefficient of production is: 


1cp=G (ig l, 253) 5 425M): 
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This coefficient is also known in different Socialist countries as the 
technical norm of production, coefficient of production, or coefficient 
of material utilization. If the matrix of inter-branch balances is 
expressed in value terms, then the coefficient becomes the technical 
coefficient of costs. For example, by the Polish matrix for 1962, the 
technical coefficients of costs in the ‘building’ branch according to 
the materials received from different branches were — from ‘building’: 
0:98201, from ‘forestry’: 0-001058, from ‘agriculture’: 0°0002538.° 

The first actual models of inter-branch balances were ex-post 
balances worked out in Hungary and Poland for 1957, in which 
thirty-eight and twenty branches were distinguished respectively. But 
in recent years the techniques of construction have been greatly 
improved; the number of branches dealt with has increased; and 
some progress has been made towards expressing the matrix in value 
terms. The number of branches covered in the latest models known is 
- in Bulgaria: 70 x 70, in Hungary: 80 x 80, in the USSR: 125 x 125, 
and in Poland: 144 x 144.’ 


C. THE PROBLEM OF OPTIMAL PLANNING 


There may bea large number of plans which are internally consistent 
and capable of fulfilment. But once a particular criterion is accepted 
there can be only one optimal plan. The problem of optimal planning 
had not attracted much attention until the late 1950s. On the one 
hand, in the earlier stages of economic development there were more 
immediate problems, associated with the utilization of unused 
resources and capacities and industrialization ‘at all costs’. On the 
other, the methods of economic accounting and planning were too 
crude to enable sophisticated analysis of optimization processes. 

But the situation has changed since that time. As Socialist 
countries have been entering higher stages of development, the 
number of alternative uses for resources and the complexity of 
economic processes have greatly increased. Consequently, the possi- 
bilities of errors have been multiplying, threatening the economies 
with greater dislocations and waste than before. It also became 
evident that the ‘extensive growth factors’ were being rapidly 
exhausted. If the high rates of growth are to be sustained and the 
economic race with the West is to be won, it is essential to turn to 
‘intensive growth factors’, i.e. to ensure the most efficient allocation 
of resources. 

Optimization of plans is now entering the realm of possibility 
Owing to the remarkable progress made in mathematical methods, 
including linear and dynamic (non-linear) programming, the theory 
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of games, the theory of probability and cybernetics. The utilization of 
these methods in the process of finding optimal solutions in planning 
is made possible by employing high-memory computers. For 
example, if all data are available in a programmed form, the solution 
of a planning problem involving 15,000m. calculations can be 
carried out in a few hours.’ The problem of optimization reduces, in 
the ultimate analysis, to the minimization of one function of the 
objective (resource outlay) and the maximization of another (output). 
In the theory of programming this is known as duality of pro- 
grammes. 

As long as balancing is done in physical terms, there is little need 
for prices in planning. However, although the problem of physical 
balancing and internal consistency can be solved without prices, the 
problem of optimization cannot. As is well known, the system of 
pricing in Socialist countries has been in a state of confusion as a 
consequence of the absence of the free market mechanism, ideo- 
logical commitment to the labour theory of value and the various ad 
hoc pricing policies to suit specific goals (see Ch. 10 A-D). To 
provide a rational basis for pricing, the supporters of optimal 
planning advocate computationally determined prices on the macro- 
economic scale. Applying modern mathematical methods and 
electronic computers, it is proposed to work out a large number of 
plan variants according to different alternative applications of 
resources (or opportunity costs). Using the criterion of the minimiza- 
tion of inputs to attain given levels of national income and the 
criterion of the maximization of national income or of consumption 
in a given period, it is possible to arrive at the optimal! plan. The 
optimal plan should then itself provide the basis for rational planning 
(or ‘programming’) prices. Such prices, or, as Kantorovich calls 
them, ‘objectively determined valuations’, would represent the 
relative significance of the different resources to the fulfilment of the 
optimal plan (for further details, see Ch. 10 E). 

Practical effort so far has been limited to the application of the 
optimization procedures only to selected sectors of the economy, 
such as investment, the location of specific industries, transport and 
foreign trade. The most advanced and comprehensive work in this 
respect has been done in Hungary, where forty-three variants of the 
1966-70 five-year plan were worked out. These variants were based 
on a small number of alternative applications of different resources 
and on different weightings according to selected objectives. 
Different foreign trade alternatives assumed the focus of the analysis.? 
In the USSR, twenty variants were considered in the drafting of the 
inter-branch balances for 1970 in terms of costs and fifteen variants in 
physical units.!° 
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The task of complete plan optimization has proved so far to be 
beyond practical possibility. The main obstacle is the absence of 
information in suitable forms, as the existing system of collecting, 
transmitting and processing data is not yet adapted to the require- 
ments of optimal planning. Besides, Socialist countries still lack a 
sufficiently well developed network of computers. They are well 
behind the West, especially in the production of high-memory 
models; and the Western strategic embargo on exports to Socialist 
countries, although relaxed in recent years, still applies to the most 
advanced models. But there is no doubt that progress will continue. 
Theoretical, technical and institutional solutions will be perfected, 
opening up most promising vistas for optimal planning. 

According to V. Glushkov, a distinguished Soviet cyberneticist, 
optimal planning and management in the USSR would necessitate 
some 10,000 computing centres, grouped into forty or fifty major 
nodal centres, all headed by the central system in Moscow.!'! How- 
ever, many Western specialists are sceptical about the feasibility of 
complete optimization, even in the more advanced Socialist 
countries.'? Glushkov himself, in fact, conceded in 1971: ‘Contrary 
to what is believed by some people, there is no centralized organ [in 
the USSR] commanding the totality of economic information, and in 
fact it will never exist.’!3 A similar doubt was expressed by Romania’s 
Permanent Secretary of the State Commission for Computers, 
Automation and Electronic Data Processing, M. Dragonescu.'4 

As was recently concluded by a Western specialist in the field, 
‘Soviet computer technology lags behind the West in the number, 
variety and technology of computers as well as in auxiliary equip- 
ment and supporting services’.!5 The numbers of computers in the 
USSR in 1970, 1974 and 1977 were 5,500, 12,500 and 20,000, 
compared with 70,000, 207,000 and 325,000 in the USA in the same 
years.'© Taking the Socialist bloc as a whole, in 1980 it had less than 
10 per cent of the world’s stock of computers, while its share in the 
world’s industrial output was at least 35 per cent. 


D. THE ROLE OF THE MARKET 


Under capitalism, the functioning of the market provides the 
fundamental mechanism for guiding economic processes. Indeed, 
‘capitalist’ and ‘market? economy are normally regarded as 
Synonymous. In practically all capitalist countries nowadays, the 
authorities intervene in the market in pursuance of various 
objectives, but they endeavour to work through the market and do 
not interfere with it asa system. 
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Under Socialism, the market mechanism is superseded to varying 
degrees by planning. Markets for the means of production in the 
socialized sector have been virtually eliminated. But elsewhere 
markets have never completely disappeared, and even under Stalinist 
‘command’ planning and administration they had to be tolerated. 
They have always existed for certain consumer goods and services, 
such as privately grown produce, fish and wild animals caught 
privately, articles and services made or rendered by tradesmen in 
their spare time and sold directly to private users. Such transactions 
have usually taken place in local markets at (relatively) free prices 
according to local supply and demand. 

The authorities could never, of course, completely disregard the 
problem of the market for consumer goods, even in the socialized 
sector, if embarrassing shortages or the piling up of stocks were to be 
avoided. But in their endeavour to prevent such disequilibria, the 
authorities have usually resorted to adjusting demand to the 
postulated supply by manipulating incomes or prices. 

However, the question of the market presents itself in a different 
light altogether in the context of recent economic reforms. Many 
more elements of the market mechanism have been incorporated or 
extended in Socialist economies, such as a greater role assigned to 
consumers’ preferences, considerable independence of enterprises, 
profit, the strengthening of material incentives to labour, financial 
instruments (interest, depreciation allowances, taxes, tanffs), and a 
considerable degree of price flexibility (see Ch. 1C). Socialist 
economists now normally assume that three market mechanisms are 
largely operative in Eastern Europe. 


(i) the market for the distribution of consumer goods; 
(ii) the financial market; 
(iii) the external market.'7 


But more reforms are urged, and some economists, even in the USSR, 
advocate a market for the means of production, or its extension where 
it already exists (as in Yugoslavia, Poland, Czechoslovakia and 
Hungary).!8 

Extension of the role of the market in a planned economy can be 
justified on three major grounds. First, being based on Marxian ideas, 
Socialist economies have traditionally concentrated on macro- 
economic issues, but they have failed at the microeconomic level. A 
substantially free operation of the market mechanism is a device to 
overcome the undesirable consequences of central planning in the 
micro sphere of production and consumption not lending itself to 
remote central control in order to produce the best results. The 
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delegation to the market of the working out of microeconomic details 
also relieves central planners of unnecessary routine work, so that 
they can concentrate on long-run macro problems.'? 

Second, the operation of the market mechanism is necessary for the 
continuous verification and correction of planned decisions. ‘Even 
under Socialism’, a well-known Czechoslovak economist concluded, 
‘it is therefore essential for a real market to function as a continual 
criterion and correction of erroneous decisions in planning.”’2° 

Third, the market provides a salutary discipline in the form of 
competition, so that production and distribution are constantly being 
adapted to buyers’ preferences, and so that this is done in the most 
efficient manner. Lack of competition has contnbuted to the 
persistence of sellers’ markets noted for shortages and inflationary 
pressure, a low quality of products and of service, a weakening of 
incentives, speculation and various other abuses. In brief, the 
extension of the role of the market could improve the performance of 
the Socialist economy by contributing to the minimization of costs 
and the maximization of desired effects. 

The Socialist economic system which is almost completely 
governed by the market mechanism is known as market socialism. 
The idea was first put forward by Oskar Lange in the 1930s, but its 
details have been developed and improved more recently by such 
economists as W. Brus (of Poland), P. Erdés (of Hungary), E. D. 
Kaganov (of the USSR), Ota Sik (of Czechoslovakia) and J. 
Sitrotkovich (of Yugoslavia). 

It is now widely agreed amongst Socialist theoretical and practising 
economists that, as a Soviet writer put it, “There is no real justifica- 
tion for treating plan and market under Socialism as mutually 
exclusive.’?! Market Socialism may assume diverse forms, but in 
essence it represents the peaceful co-existence and, indeed, the 
complementary and harmonious co-operation of these two mechan- 
isms. Social ownership of the means of production and central 
planning are still retained. The basic proportions and directions of 
development of macrosocial importance are centrally determined 
-such as the division of national income between investment and 
consumption, the division of consumption between private and 
social, basic investments and the ensuring of overall financial 
equilibrium. But otherwise the operation of the economy is left to 
market forces. Some extremists, such as the Czechoslovak financial 
expert E. Lobl, whilst supporting public ownership of the basic 
means of production, advocated market Socialism without planning, 
entrusting all economic decisions to the market. 22 

Whilst it is not difficult to put forward abstract models linking 
planning and the market, it is a different matter to devise practical 
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and workable models of the interaction and organic coalescence of 
the two under specific socio-economic conditions. So far only Yugo- 
slavia has adopted a type of market Socialism. But in other Socialist 
countries there is still a strong reluctance to commit the economy too 
much to anonymous and ‘anarchical’ market forces. The opposition 
is led, on the one hand, by Stalinist diehards who are against any form 
of ‘economic revisionism’, and on the other, by mathematical 
economists who believe that modem, centralized, planometric tech- 
niques and computers can provide better solutions than the market 
can. 


E. RELEVANCE OF THE 
STAGE OF ECONOMIC DEVELOPMENT 


It is customary to distinguish between two stages in the economic 
development of the European Socialist countries (Albania excepted). 
The first stage, which lasted up to about the mid-1960s, consisted in 
laying down basic foundations for rapid industrialization and in 
increasing the sheer volume of production. This was the period of 
extensive growth when reliance was placed principally on increasing 
the size of employment and investment and making structural shifts 
to tap ‘hidden reserves’. In the second stage, economic development 
has to be concermed primarily with the intensification of productive 
processes, so that high rates of growth are sustained mainly by the 
rapidly rising productivity of labour and capital. 

It is widely believed in Socialist countries that a highly centralized 
system of economic planning and management is a historical neces- 
sity in the early stages of Socialist economic development. Swift and 
profound changes in the structure of the economy to utilize under- 
employed resources and to create new sources of raw materials, 
capital and skilled labour are imperative. Oskar Lange, a brilliant 
Polish economist and statesman, bluntly compared this stage to a 
‘siege economy’ in capitalist countries, and justified it on similar 
national emergency grounds.”3 Owing to the inherited mentality and 
institutional set-up, such changes cannot be easily carried out with- 
out drastic measures imposed from above. The market mechanism 
had had ample time to prove itself under the pre-Socialist regimes, 
yet it had sadly failed to get these countries out of the vicious circle of 
stagnation, backwardness and poverty. 

Centralized planning and management also enable the concentra- 
tion of resources in key industries for the initial take-off crucial to 
subsequent balanced development. The initial backwardness also 
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means that there is a lack of competent managers, so that the central- 
ized, detailed tutelage provides practical management assistance to 
enterprises.24 As at that stage quantity is more important than 
quality, the absence of the market is not a great apparent loss. 

However, there is no general agreement on the validity of the 
centralized approach. Some Socialist thinkers believe that although, 
historically speaking, this approach was followed, it must not be 
regarded as a necessary feature peculiar to the Socialist road to 
development. It is pointed out that the tremendous social cost was 
not commensurate with the results achieved. Overburdened with a 
mass of unnecessary details, central planners cannot help com- 
mitting errors of judgement, which are then magnified on a national 
scale in the course of the plan implementation. In a sense, this 
produces dissipation, not concentration, of resources.?5 

As faras the advanced stage of the Socialist economic development 
is concerned, the majority of economists agree that whilst economic 
planning must be retained, an extension of the role of the market is 
possible, and indeed imperative. The operation of market forces can: 


(i) ensure adaptation of production to buyers’ needs and thus lead 
to the development of buyers’ markets; 
(ii) evolve and maintain rational price structures conducive to the 
optimization of production and distribution; 
(iii) create conditions for rapid technological progress; 
(iv) accelerate growth in labour productivity. 


These are precisely the spheres in which centralized planning and 
management have failed. It was concluded in a recent major work on 
the functioning of the modern Socialist economy that ‘an organic 
synthesis of planning and the market mechanism should provide that 
vital link between macroeconomic and microeconomic ration- 
ality’.26 

However, there is also dissident opinion on this approach. Quite 
apart from the lingering Stalinist opposition, Socialist economists 
believe that the extension of the role of the market must be paralleled 
by the strengthening of central control (‘democratic centralism’) to 
prevent the worst features of the market mechanism from raising 
their ugly heads (for example, fluctuations, speculation, unemploy- 
ment, misleading advertising). 

But many mathematical economists would go further and restrict 
the working of the market. They argue that the higher stages of 
economic development also enable the perfection of advanced 
planning and accounting techniques. Armed with modern mathe- 
matical methods and computers, central planners can simulate ideal 
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economic processes in so-called shadow markets, which in many 
respects can provide better solutions that traditional markets can.?’ 
The actual developments in the near future wil! most likely follow a 
compromise between market Socialists, democratic centralizers and 
planometricians. 
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CHAPTER 3 


Profit 


Of all the economic reforms in Socialist countries, the question of 
profit has aroused the greatest sensation in the West. Ever since Marx 
wrote his Theories of Surplus Value, his followers have looked upon 
profit as the hallmark of capitalism, under which ‘the pursuit of profit 
inexorably increases the exploitation of workers, leads to wars and 
distorts the lives of hundreds of millions of people’.! 

After prolonged discussions, initiated by Evsei G. Liberman,? and 
experiments extending over some three years, profit was officially 
accepted in the USSR in 196* as the main criterion of enterprise 
performance. Although differing in the details of application, other 
European Socialist countries have followed; Yugoslavia, of course, 
had adopted it much earlier — after the reforms of 1952. In this 
chapter we shall examine the function and determination of profit 
under modern Socialism, its distribution and its relation to prices. 
We shall conclude by examining some misconceptions, common in 
capitalist countries, about Socialist profit. 


A. THE FUNCTION AND 
DETERMINATION OF PROFIT 


It must be observed that profit as an economic category has always 
existed in Socialist countries. But before the reforms it was treated 
merely as an accounting device to ensure that enterprises 
endeavoured to cover their costs out of their own resources where 
possible, and to hand over the surplus to the State. To promote enter- 
prise performance (which is not the same thing as efficiency), in 
addition to directive targets several criteria had been in use on which 
bonuses for workers and ‘employees’ (white-collar personnel, includ- 
ing the management) were based. But their inadequacy became 
apparent to the reformers. 

Thus when incentives were based on the volume of output, 
producing enterprises were interested merely in the quantity 
produced; if on the value of output, they strove to concentrate on the 
articles containing the most expensive raw materials and com- 
ponents; if on the net value of production (value added), they tended 
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to be extravagant with labour. Similarly in the case of trade. When 
incentives were calculated on the basis of the value of trade turnover, 
trading enterprises were mostly interested in supplying high-priced 
articles, often, paradoxically, because the State might have fixed high 
prices to discourage consumption ofsuch items. 

Liberman and his followers came to the conclusion that even under 
Socialism the only all-embracing (‘synthetic’) criterion that could 
ensure the growth, suitability, quality and efficiency of production 
was the maximization of enterprise profit. One wonders what Marx 
would say if he could see such words in praise of profits in the organ of 
the Central Committee of the Communist Party of the Soviet Union: 


Every achievement or breakthrough in the organization of 
production, in the use of fixed and circulating assets, in the 
observance of financial discipline, in the quality and variety of 
products, in brief, any move in the work of the enterprise is 
inevitably reflected in profit — positively or negatively.3 


The significance and success of the profit criterion consist mainly 
in the fact that a direct link has been established between profit and 
incentive payments, so that it is in the interest of the enterprise 
personnel — and, at the same time, of society — to strive to maximize 
enterprise profits. But profit can achieve more than merely a better 
utilization of resources at the operational level. Trends in the levels 
of profitability of different branches of the economy provide 
guidance to central planners in their endeavour to optimize the 
allocation of resources on the macrosocial scale. Thus profit provides 
that unique bond of union between micro- and macroeconomic 
interest - the missing link from which Socialist economies had 
traditionally suffered. 

Increases in the profitability of the enterprise, within the power of 
the management and workers, can be achieved by producing exactly 
what consumers and other enterprises want on the one hand, and by 
reducing costs on the other. In contrast to previous practice, fixed 
capital allocated by the State to enterprises is no longer free but is 
subject to capital charges now representing cost (see Ch. 5 C). These 
relationships are shown in the index of profitability or, as it is 
commonly called in Socialist countries, ‘rentability’.4 


R=-2P-O 199. 
Fav i 


R=rentability, or profit rate; 
Q=quantity of output actually sold by the enterprise; 
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P=price at which the output delivered is sold; 
C=average prime cost; 

F=average annual value of fixed assets; 

V =average annual value of variable (circulating) assets. 


To give the same basic chance to all enterprises in the industry, 
those enjoying special advantages in respect of location, the quality of 
natural resources, their type of equipment, etc., are subject to special 
charges reminiscent of differential rent. Profits are now generally 
calculated on the basis of the output actually sold, not merely 
produced. Moreover, improved systems of penalties are being intro- 
duced whereby fines are deducted from profits, or receipts, for non- 
fulfilment of contracts, delays, poor quality, faulty specifications and 
negligence. 


B. THE DISTRIBUTION OF PROFITS 


The function of profits in specific respects depends on the manner in 
which profits are shared. The rules governing the distribution of 
enterprise profits differ widely from country to country, and they are 
still in the process of being tested and improved. Taking the example 
of the Soviet Union, enterprise profits are distributed as represented 
in Figure |. 

The first claimant on enterprise profits is usually the State.> These 
deductions are calculated on the basis of fixed and circulating assets 
held by the enterprise, differential advantages, and loans directly 
received from the State budget. In other countries deductions may 
also be made in the form of payroll tax and a charge on stocks held. 
The proportion of gross profit on the national scale absorbed directly 
by the State normally varies in different countries according to the 
degree of financial decentralization. It is highest in Poland—nearly 80 
per cent; in the USSR the proportion is about 70 per cent; in Hungary 
it is about 60 per cent; while in Yugoslavia it is only about 35 per 
cent.© This proportion tends to fall owing to the increasing 
acceptance of the principle of self-financing (see Ch. 5 D). However, 
the absolute size of profits attained by enterprises is now very large 
compared with the past, and it is rapidly increasing, so that profits are 
now becoming the main source of State revenue, displacing turnover 
taxes.’ 

The remaining portion of the profits is divided by the enterprise 
into a number of funds. This is done in accordance with strict rules 
laid down by the State and further supplemented by other bodies 
(branch associations, economic associations, regional authorities, 
enterprise workers’ councils). Thus the production development fund 
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GROSS ENTERPRISE PROFITS 


PAYMENTS TO THE STATE BUDGET 


Capital fixed (rental) interest on 
charges payments bank loans 


NET PROFITS 
AS DIVIDED BY THE ENTERPRISE 
socio-cultural material reserve other residual profits 
and housing incentives fund funds (handed over 
fund fund to the State) 


Figure | Distribution of Enterprise Profits inthe USSR 


Source. Based on: D. A. Allakhverdyan (ed.), Soviet Financial System, Moscow, Progress Publishers, 1966, 
p. 141. 


PROFIT 


is to provide for the financing of cost-saving processes or new 
products, on the enterprise’s own initiative, likely to increase profits 
in the future. The sociocultural and housing fund is used for the 
provision of collective benefits for the enterprise personnel, reading 
and rest rooms, entertainment and factory housing for those in 
greatest need. 

As far as the individual members of the enterprise personnel are 
concerned, the material incentives fund is of greatest interest. The 
proportion of the enterprise profits channelled into this fund varies in 
different countries. In the USSR in 1968, on average, it was 6 per 
cent, and in Hungary 15 per cent, of gross profits, while in the 
German D.R. 20 per cent of net profits (i.e. after State deductions) can 
be placed in the fund.’ In the German D.R., Poland and Romania the 
size of the fund is based on complicated formulae in which a dis- 
tinction is made between planned and above-plan profits and, 
further, between profits made by exceeding production targets and 
those achieved by reductions in prime costs. 

In most countries under consideration incentives payable to 
individuals are proportional to their basic pay, but the amount of 
working time and work discipline are also taken into account. In the 
USSR about 10 per cent of workers’ earnings in industry is derived 
from the enterprise profits distributed in the form of incentives. In 
Hungary the proportion is about 20 per cent, and furthermore the 
participation in enterprise profits is roughly proportional to the 
influence of the different groups of personnel on the size of the profits 
created; thus up to 80 per cent of the basic pay of the persons in 
managerial positions may be supplemented from the incentive fund, 
up to 50 per cent in the case of intermediate administrative staff, and 
25 percent in the case of blue-collar workers.? 

In addition to the three crucial funds considered above, there may 
be other funds as well. In each enterprise there is usually a reserve 
fund to provide for unexpected contingencies. There may also be a 
sinking fund (for the repayment of long-term loans), a trade risk fund 
and a fund for the regulation of retail prices (in trading enterprises), a 
crop failure fund (in farms) and others. Residual profits (i.e. those 
which remain after the division is carried out according to the rules), 
as well as windfall profits (e.g. due to changes in prices), are normally 
handed over to the State. 


C. PROFITS AND PRICES 


As has been explained in Part A of this chapter, the enterprise gross 
profit can be increased by increasing the production of those articles 
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which meet buyers’ preferences (i.e. those which can be sold) and by 
reducing unit costs. But there is another obvious factor relevant to the 
size of profits, viz. prices — producers’ prices (received by producing 
enterprises) and retail prices (received by retail trading enterprises). 
In contrast to the former two determinants, prices cannot as a rule be 
manipulated by enterprises but are set by the State (however, see Ch. 
10 D). Thus it must be realized that the profitability ofenterprises can 
be completely reshuffled in the whole economy merely by the State 
modifying prices. The problem of pricing will be considered in detail 
in Ch. 10, so here we shall concentrate only on the relevance of 
producers’ prices to profits. 

Acceptance of profit as a criterion of enterprise performance and 
efficiency necessitates the rationalization of the prices payable to 
producing enterprises. Until recently these prices bore a haphazard 
relation to production costs and the need for enterprises’ profit- 
ability. Thus in the USSR in 1965 (before the wholesale price reform 
of 1967) the profitability of different industries (not to mention 
different enterprises) ranged from -17 per cent in coal mining to 
+30 per cent in light industry, the average having been +13 per 
cent.!° 

All European Socialist countries carried out far-reaching reforms 
of producers’ prices in the 1960s and since. The main purpose of 
these reforms has been to make al! industries and most enterprises 
reasonably profitable and thus, as far as possible, to eliminate the 
need for State subsidies. In general, producers’ prices are based on the 
average branch-of-industry (or zonal) all-embracing production 
costs, plus a profit margin differentiated according to the quality and 
other desirable features of the article in question. The margin may 
include a reward for novelty, which is not unlike the capitalist 
‘innovation profit’. 

Thus according to the Soviet reform, effective July 1967, the gross 
(before State deductions) profitability of the different major branches 
of the industry was planned to range from +8 per cent (coal mining) to 
+16 per cent (the iron and steel industry). On the whole, the level of 
producers’ prices has been raised; the increases have not been passed 
on in retail prices but absorbed by the State (in the form of lower turn- 
over taxes).!! Within each branch there are bound to be differences in 
gross profitability, depending on the conditions under which 
different enterprises operate. Thus according to an investigation 
carried out for the third quarter of 1966, the ratio of the highest to the 
lowest unit cost of production in Soviet enterprises in respect of 
selected products was as follows (1°0 is taken as the unit cost of 
production in the most efficient enterprise in the branch of 
industry): !2 
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crude alcohol 1°33 
lumber 2°71 
cement 79 
coal 16°1 
electric power 37°0 
natural gas 96'1 


Two devices are employed in Socialist countries in an endeavour 
to equalize the net profitability of different enterprises in the same 
branch of industry. On the one hand, charges are made in the form of 
differential rent according to the degree of advantage not created by 
the enterprise. On the other, there is a system of differentiated com- 
putational prices payable by the State to enterprises roughly in 
proportion to those production costs which are beyond the control of 
the enterprises. 


D. PROFIT UNDER CAPITALISM 
AND UNDER SOCIALISM 


Under capitalism profit is the mainspring of economic activity. 
Private enterprises are set up in search of profit, and in pursuing this 
objective, production becomes a means whereby employment is 
provided to labour in conjunction with other resources. In the 
absence of competition, a firm can increase its profits by actually 
restricting production to the point where marginal cost is equal to 
marginal revenue. Profits are distributed, in the form of dividends, to 
the shareholders, most of whom do not work in the enterprise in 
question. Even where profits are not distributed, they remain the 
property of the shareholders. Profit is the main source of private 
capital, and thus, indirectly, is largely responsible for social class 
differences. The rate of profit earned determines the flow of invest- 
ment between different firms, industries and even countries. 

Upon reflection, it is not difficult to see that capitalist and Socialist 
profit is similar more in name than in the actual functions it performs 
in economic processes. The role of profit under Socialism differs in 
seven significant respects from that under capitalism. 


a. Profit is not an objective but a means. Profit is basically treated not 
as an end in itself but asa criterion of enterprise performance and, up 
toa point, of the efficiency of production. 
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b. Profits cannot be increased by restricting production. As prices 
cannot (as a rule) be freely manipulated by enterprises, they have to 
be taken for granted. The equilibrium size of production of the enter- 
prise is established where average (or marginal) cost is equated with 
the given price. This production may be further increased if 
incentives are payable for exceeding targets. 


c. Profits are not owned by private persons. On ideological as well as 
practical grounds, profits cannot accrue to private individuals 
(except to a limited extent in the private sector, if it exists). Profits can 
be earned only by enterprises, and so they accrue in the first instance 
to society. Part of the profits is handed over to the State; most of the 
remainder is retained by the (socialized) enterprise; a portion is dis- 
tributed to the personnel working in the enterprise in question in the 
form of incentives, thus constituting a component of total wage 
earnings. Profits cannot lead to social stratification. 


d. Profit is only one of several driving forces behind Socialist 
production. Planning must still be regarded as the main driving force 
(with substantial qualifications in application to Yugoslavia). 
Overall profitability itself (of the economy and its different branches) 
is planned by the State, and besides, enterprises are still subject to a 
number of more or less directive indicators, supplementing and over- 
riding profit considerations (see Ch. 2 A). The regimes are committed 
to continuous full employment, irrespective of the profitability of 
some branches of the economy, and losses do not usually lead to the 
closing down of enterprises. Non-profitable production is still widely 
carried on, under subsidization or other concessions, on macrosocial 
grounds considered to outweigh microeconomic losses. 


e. Profit is not necessarily an objective measure of efficiency. This is 
so because, to start with, the prices of the factors of production and of 
the articles produced are not usually determined freely in the market, 
to reflect scarcity-preference relations. For a variety of reasons, the 
State fixes prices (or assumes them to be) above or below production 
costs (however the latter may be understood). By the very act of 
changing prices, the State may make some products profitable and 
others unprofitable, even though the methods of production have not 
changed. 


f. Differences in the profit rate do not necessarily determine the distri- 
bution of investment. Basic investments are still centrally determined 
by reference to a variety of considerations, of which the profitability 
of the different enterprises, or even branches of the economy, is only 
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one of the factors taken into account. Even if private individuals 
happened to have large amounts of capital, they could not purchase 
the means of production (disregarding the private sector, where it is 
tolerated) to invest in ventures, however profitable these might 
appear. 


g. Flows of capital to foreign countries are not determined by profit. 
On ideological grounds, Socialist countries are against foreign invest- 
ments for profit. In reality they do send capital abroad — to other 
Socialist and to underdeveloped capitalist countries. But this is done 
in the form of repayable loans or gifts, motivated either by political 
considerations or by a genuine desire to aid the recipient countries. !3 
Where interest is charged, it is nominal (usually ranging from 1 to 3 
per cent p.a.), to cover administrative costs rather than to make 
financial gains. 


It should be obvious from the preceding discussion that there is a 
world of difference between capitalist and Socialist profit. At the time 
of the experiments and reforms involving profit in Eastern Europe, a 
good deal of nonsense filled the Western daily and periodical press on 
this subject. Many enthusiastic observers, some fiercely anti- 
communist, others misinformed and naive, hailed the Socialist 
acceptance of profit as a return to capitalism. 

There is little evidence so far in support of these expectations. Even 
Liberman himself most emphatically denied such a possibility. 
Replying to Western critics he stated: ‘Rivers do not flow backward. 
And if, at high water, rivers make turns, they are simply cutting better 
and shorter channels for themselves. They are not looking for a way 
to go back.”'4 


NOTES 


1 A. Birman, (‘Profit Today’), Kommunist, 10/1967, p. 100. 

2 Liberman, professor of economics at the Kharkov Technical University, now 
retired, put forward his idea first at a meeting of economists in Moscow in 1948 
and then again in the mid-1950s, but did not succeed in arousing any significant 
interest. It is only his articles in 1962 in Voprosy ekonomiki (August 1962) and in 
Pravda (9 Sept. 1962), followed by other writings, that have produced a wide- 
spread impact. 

3 Birman, loc. cit. 

4 Adapted from J. Popkiewicz, Stopa zysku w gospodarce socjalistycznej (Profit 
Rate in the Socialist Economy), Warsaw, PWE, 1968, p. 68. This formula was first 
proposed by a Soviet economist, Z. Atlas, (Economic Accounting and Profit- 
ability’), Vop. ekon., 8/1961, pp. 114-15. 
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In some Socialist countries, as in Hungary, deductions from profits are made only 
after gross profits are divided into different funds, including the wage fund and the 
bonus fund. ; 

Finanse, 1/1969, p. 5; Kommunist, 3/1968, p. 47; Zycie gospodarcze, 30 March 
1969, p. Ll; Ekonomista, 4/1968, p.917 (respectively). 

E.g. in the USSR in 1960, profit constituted 24 per cent of the State budget 
revenue, whilst turnover taxes represented 41 per cent. By 1980, the respective 
proportions had changed to 31 per cent and 32 per cent. For further details, see Ch. 
12 B, esp. Table 10. 

Kommunist, 3/1968, p. 51; Figyeld, 29 Jan. 1969, p. 3. 

Ekonomicheskie nauki (Economic Studies), Moscow, 8/1969, p. 64. 

Y. M. Zinoviev, Pribil i povyshenie effektivnosti sotsialisticheskogo proizvodstva 
(Profit and the Increase in the Efficiency of Socialist Production), Moscow, Mysl, 
1968, p. 102. 

ibid., p. 103. 

E. Kuprinov, (‘Calculated Prices and Enterprise Profitability’), Vop. ekon., 
3/1968, p. 46. 

Capitalist countries (or rather governments) also extend foreign aid on similar 
grounds. Nevertheless, most capital movements are private, motivated by 
financial gain. 

E. Liberman, ‘Are We Flirting with Capitalism?’, Soviet Life, Soviet Embassy in 
Washington, July 1965, p. 39. Also see his letters to Time, 5 March 1965, p. 3, and 
to the Economist, 31 October 1964, p. 459, and 26 February 1966, pp. 873-4. 
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CHAPTER 4 


Production and Growth 


A. NATIONAL INCOME ACCOUNTING 


As one would expect, national income accounts play a much greater 
role in a centrally planned economy than under free enterprise. But 
the Socialist concepts underlying national income accounting, both 
in regard to scope and valuation, are fundamentally different from 
those accepted in the West. They are based on the Marxist (or 
classical) theory of value, according to which production, or ‘value’, 
can be generated by productive labour. Productive labour is defined 
as ‘labour expended in the sphere of material production, which is 
directed to the control and transformation of the means of production 
to satisfy human wants’.' We shall now examine the nature of 
‘material production’, the production and distribution phases of the 
national income flow, the problem of valuation and the international 
comparability of the Socialist national income figures. 


1. THE SPHERE OF MATERIAL PRODUCTION 


This sphere covers those activities which create material goods or 
help in productive processes, viz. gathering, extracting or growing 
raw materials, processing the latter into finished products, and 
delivering them to the intermediate or final users. According to the 
official classification, material production falls into six major 
divisions: 


(i) industry; 
(it) construction; 
(iit) agriculture; 
(iv) transport and communications; 
(v) trade; 
(vi) other material production. 


This list indicates the descending order of importance attached to the 
different branches of the economy. The classification ‘industry’ is 
very broadly understood in Socialist countries — it includes mining, 
quarrying and the crude treatment of primary products as well as 
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manufacturing. Forestry, fishing, hunting and gathering are also ‘pro- 
ductive’; they may be included under ‘industry’ or ‘agriculture’, or 
are sometimes treated as separate divisions, or are included in the last 
(residual) division. 

The remaining forms of activities constitute the ‘unproductive 
sphere’. These are usually classified under eight groupings: 


(i) public administration and justice; 
(ii) education, science and culture; 
(iii) health, social welfare and sport; 
(iv) finance and insurance; 
(v) local government and housing administration; 
(vi) defence; 
(vii) political, social and religious activities; 
(viii) other services. 


Although these activities are classed as ‘unproductive’, it does not 
mean that they are not considered useful. Their indispensability is, of 
course, officially accepted, and their increasing importance in the 
higher stages of economic development is commonly recognized. 

The methodology of national income accounting in Socialist 
countries is still in the process of evolution, and there is still disagree- 
ment on a number of services. But efforts to promote the uniformity 
of classifications among the CMEA countries are making progress. 

The proportion of the working population engaged in the sphere of 
material production ranges from 80 per cent in the more developed 
European CMEA countries (Czechoslovakia, the German D.R.) to 
85 percent in the less developed ones (Bulgaria, Romania). The range 
in Western countries is from 55 per cent to 70 per cent. The higher 
proportion in the Socialist countries is due partly to deliberate 
policies favouring material production, as this is considered ‘pro- 
ductive’, and partly to their less advanced stage of development and 
lower living standards. 

As can be concluded from the preceding discussion, the Socialist 
concept of national income includes material production only. The 
concept of national income normally implied in Socialist countries is 
that of national income produced. If ‘losses to the economy’ are 
deducted and ‘foreign balance’ (the balance of payments on current 
account) is added, the total obtained is called national income distri- 
buted. If the value of output of all enterprises (including farms) 
engaging in material production is added, then the total arrived at is 
called social product (or gross social product, or global product), it 
includes ‘materials used’ at each stage of production, so that the total 
is unduly high, due to double-counting. The two related concepts 
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frequently used, gross industrial output and gross agricultural out- 
put, are similarly inflated by double-counting. 

The designation ‘national income’ is used in both Socialist and 
capitalist countries. Sometimes, to avoid confusion with the national 
income figures calculated by the Western method, the description 
‘net material product’ (NMP) is applied to Socialist figures. This 
description can be found in United Nations sources (to distinguish it 
from the ‘net national product’ applying to capitalist countries) but it 
is not used in Socialist literature. 


2. VALUATION 


In Western practice, national income totals can be calculated on 
different bases, according to the purpose to be served — ‘gross’ or ‘net’, 
‘domestic’ or ‘received’, ‘at market prices’ or ‘at factor cost’. The 
Socialist approach is more rigid and the basis is clearly: defined, 
allowing for fewer alternative coverages. 

Thus national income calculated by the Socialist method, in 
addition to comprising material production only, is based on: 


(i) net value of production, i.e. excluding depreciation; 
(ii) domestic production, i.e. as attained within the country, 
irrespective of who ultimately receives it;? 
(iii) realized prices (not factor cost), i.e. including indirect taxes 
(called ‘turnover taxes’) but disregarding subsidies.? 


The fact that national income is calculated at the prices at which 
transactions in final products actually take place raises several 
problems, deriving from the uneven incidence of turnover taxes. On 
the production side of national income, the share of agricultural 
production is understated in relation to industrial production. In 
contrast to the latter, agricultural production is not usually subject to 
turnover taxes, and in addition it is sometimes priced below produc- 
tion costs (see Ch. 9 C). Thus at realized prices (recorded in statistics), 
the shares of agriculture and industry in the Hungarian national 
income in 1963 were 20 per cent and 57 per cent respectively; but if 
the same price basis is applied to both, the shares work out to be 35 
per cent and 38 per cent respectively.* On the distribution side, the 
share of accumulation is understated, while consumption is exag- 
gerated because the former does not generally carry turnover taxes, 
while the latter does. 

There are also other structural distortions.The rates of turnover 
taxes are not uniform, so that even within the taxed group of com- 
modities the degree of upward bias varies. In fact, one and the same 
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article may carry different rates of turnover tax according to its use. 
Different valuations of exports and imports (see Ch. 14 C) also 
produce distorting results; the weight of such distortions is greater in 
the case of those countries where foreign trade constitutes a large 
proportion of national income (e.g. in Bulgaria 65 per cent, compared 
with 8 per cent in the USSR). 

It can be thus concluded that the value structure of Socialist 
national accounts is not indicative, even to Socialist authorities, of 
factor cost or of social utility. Of the two standards that may be 
applied to national income accounting - ‘efficiency’ or ‘welfare’ 
-neither is consistently followed in Socialist countries. 

In spite of these obvious structural distortions, the use of realized 
prices 1s defended by Socialist economists on the grounds that such 
prices ‘reflect the actual economic processes and they indicate the 
financial resources available in different sectors of the economy’.5 


3. PRODUCTION AND DISTRIBUTION PHASES OF THE 
NATIONAL INCOME FLOW 


Figure 2 represents different phases of the national income flow as 
understood tn Socialist countries. The national income total is taken 
as 100, and the figure in each division roughly indicates the share of 
each component in the total, taking the European Socialist countries 
as a whole. 

A few explanatory notes may be helpful. Department I production 
includes means of production (producer goods), while Department II 
covers objects of consumption (consumer goods). Group A 
represents industrial producer goods, Group B industrial consumer 
goods. The socialized sector consists of State and of co-operative 
(collective) production units. The Social Requirements Fund is that 
part of production which is not distributed in wages but is used for 
social (collective) consumption and for accumulation (investment 
and increase in stocks and reserves). Accumulation is usually higher 
than the Department I production because the former also includes 
durable final consumer goods. 


4. INTERNATIONAL COMPARABILITY 


Owing to the peculiarities of the valuation of the different com- 
ponents of production and the disequilibrium exchange rates, it is 
obvious that the comparability of the national income figures, even 
among Socialist countries, is greatly impaired. But the problem is of 
greater magnitude if we want to compute Socialist figures on a 
Western basis and vice versa. Three major adjustments are involved 
—unproductive’ services, the price structure and exchange rates. 
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A study of ‘unproductive’ services shows that they may constitute 
up to 40 per cent of the national income calculated by the Western 
method, but in most cases the proportion is about 20 per cent.® Thus 
to calculate a Western national income figure on the Socialist basis, 
as a rough approximation, reduce the former by one-fifth (e.g. from 
$125m. to $100m.). Similarly, to place a Socialist figure on the 
Western basis, add one-quarter to the former (e.g. 100m. rubles to 
125m. rubles). It must, however, be realized that many services 
appearing in capitalist national income figures (such as professional 
services, travel, entertainment), if rendered to ‘productive’ enter- 
prises, would also form a part of the Socialist material production 
(but they would appear as produced by the enterprises in question). 
The higher the level of turnover taxes in the Socialist country, the 
smaller the disparity between the national income figures by the two 
methods.’ In fact, if the total of turnover taxes exceeds the value of 
‘unproductive’ services, the figure by the Socialist method will be 
higher than that calculated by the Western method.® 

Now to the question of the national price structure. As we have 
already demonstrated, the prices of agricultural products in Socialist 
countries are depressed in relation to the prices of industrial 
consumer goods. At the same time, compared with the industrialized 
West, the volume of agricultural production constitutes a relatively 
high proportion of total production in Socialist countries. Conse- 
quently, national income calculated on the basis of a Socialist 
country’s own price structure gives a lower figure than that calculated 
by applying a Western country’s price structure. 

Thus according to calculations carried out by Morris Bornstein in 
1959, the Gross National Product of the USSR, expressed in the 
Soviet price structure, represented 26°8 per cent of the US GNP, but 
the proportion was 53°4 per cent when the US price weights were 
applied.’ In a later study, the Soviet GNP in 1976 was worked out to 
be 50 per cent of the US GNP using Soviet price weights, and as much 
as 74 per cent if the US price structure was applied.'® A Soviet 
economist, S. Strumilin, by applying the standardized world prices of 
a sample basket of goods, estimated the national income of the USSR 
for 1962 to be 62°8 percent of the US total.!! 

By the official exchange rate, the Socialist currency is overvalued 
in relation to convertible Western currencies, so that if this rate is 
applied, the Socialist national income figure, expressed in dollars, 
francs, pounds, etc., is exaggerated. The degree of upward bias will be 
smaller if the tourist rate is applied, this being closer to the 
equilibrium rate than the official rate applicable to visible trade (see 
Ch. 14 C). To overcome this problem we would have to establish a 
rate indicating the purchasing power of the Socialist currency in 
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relation to the Western monetary unit, for example in terms of inter- 
nationally traded goods. This is sometimes done by individual 
researchers. Thus as of 1966 the Polish official exchange rate was 
4:00 zlotys = US $1-00; the tourist rate was 24°00 z. = $1-00; but ina 
study involving international comparisons of the Polish national 
income, the rate of 30°00 z. =$1-00 was used. !2 


B. THE ORGANIZATION OF PRODUCTION 


In spite of considerable decentralization associated with the reforms 
since the mid-1960s, the economic administration in Socialist 
countries, with the exception of Yugoslavia, is still substantially 
centralized. Typically, there are five levels of administration: 


(i) the Council of Ministers; 
(ii) the State Planning Commission; 
(iii) economic ministries; 
(iv) ‘intermediate’ administrative bodies (branch, or economic, 
associations, regional authorities); 
(v) enterprises (including workshops, farms, etc.). 


The pyramid is headed by the Council of Ministers (the Govern- 
ment), which is responsible for carrying out the general goals laid 
down by the Communist Party. The State Planning Commission, in 
addition to working out the national plan (see Ch. 2 A), is also 
responsible for determining the channels of its implementation, and 
the rest is then largely left to the respective economic ministries. 

Government involvement in economic administration in a Social- 
ist country is, of course, much greater than in a market economy. 
Thus in the USSR there are 50 ministries, plus 10 commissions 
which can be classed as ‘economic’ (of the 70 members of the Council 
of Ministers only 12 have no administrative responsibilities of an 
economic nature);'? in China, of the 50 ministries 36 are clearly 
economic. The United States, a capitalist country comparable in size 
to the USSR, has only 6 ministries (called Departments), out ofa total 
of 12, clearly concerned with economic administration. The number 
of economic ministries is, naturally, smaller in other Socialist 
countries under consideration — the German D.R.: 22; Romania: 22; 
Poland: 18; Bulgaria: 14; Czechoslovakia: 13; Hungary: 12; Yugo- 
slavia: 5 (compared with 13 in Britain). 

Intermediate administrative agencies assume different forms 
—‘industrial branch associations’ (in Czechoslovakia, the German 
D.R., Hungary, Poland, the USSR), ‘industrial associations’ (in 
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Romania) or ‘economic associations’ (in Bulgaria and the German 
D.R.). In Yugoslavia there are very active chambers of industry, com- 
merce, transport, etc., and in Poland ‘agricultural circles’ play an 
important part in the countryside. In addition, there are republican 
(in the USSR and Yugoslavia), provincial and local bodies which 
participate in economic administration. The hierarchical ladder of 
economic organization and administration is best developed in 
industry and least well developed in agriculture. 

Productive enterprises can be conveniently divided into six 
categories: 


(i) state industrial and trading enterprises; 
(ii) co-operative enterprises; 
(iii) state farms; 
(iv) collective farms; 
(v) agro-industrial undertakings; 
(vi) the private sector. 


Of these, the last two warrant separate comment. The agro- 
industrial entities represent a form of vertical integration where 
agricultural and industrial activities are combined. Such activities 
may be carried on by industrial or trading enterprises in addition to 
their main pursuits or jointly with State or collective farms. They 
usually combine agricultural activities with food processing, build- 
ing, transport, repair work, storage, etc. Their highest form is 
represented by fully integrated and independent ‘agro-industrial 
complexes’, most fully developed in Bulgaria, Czechoslovakia, the 
USSR and Yugoslavia. 

Taking the European Socialist countries as a whole, the private 
sector plays only a minor role, contributing about 5 per cent of total 
production. But it is of considerable importance in some countries, 
notably Poland and Yugoslavia, where the private sector produces 25 
per cent of national income; the proportion in Bulgaria is 10 per cent, 
in the German D.R. 6 percent, in Czechoslovakia and Romania 5 per 
cent, in the USSR 4 per cent, and in Hungary 3 per cent.'4 Private 
enterprise is limited almost exclusively to agriculture, small-scale 
industry, trade and services. In addition to private farms, which are 
found in all European Socialist countries except the USSR, there are 
‘personal’ plots cultivated by members of State and collective farms, 
rural intelligentsia (officials, teachers) and even urban workers (see 
Ch.9 A for further details). 

Private producers in small-scale industry are mostly joiners, lock- 
smiths, shoemakers, tailors, weavers, and some (except in the USSR) 
may own sizeable workshops. Laundries, fashion shops, small retail 
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shops, kiosks, service stations, restaurants and boarding houses are 
also fairly commonly run by private persons, especially in Yugo- 
slavia, Poland, Hungary, Bulgaria and Czechoslovakia. Privately 
owned undertakings are subject to discriminatory taxes (see Ch. 12 
B), and they usually have no assurance of materials allocations from 
the State. 


C. THE STRUCTURE OF PRODUCTION 


Taking the European Socialist countries as a whole, the composition 
of production, based on official statistics, 1s indicated by the following 
percentage figures:!> 


% 

Industry $5 
Agriculture 22 
Construction 10 
Transport and communication 6 
Trade > 
Other material production 2 
100 


As the official figures are based on ‘realized’ prices, not on factor or 
social cost, the above proportions overstate the share of industrial 
production especially in relation to that contributed by agriculture. If 
price distortions were eliminated, the respective proportions would 
be closer to 45 per cent and 35 percent.'® 

From the point of view of the immediate purpose, Socialist 
production is divided into Department I (means of production) and 
Department II (objects of consumption). This classification, based on 
Marx’s model of growth, is of great importance when planning 
economic development. To ensure high rates of economic growth, it 
is essential that a high proportion of national income should be 
planned to consist of the means of production and, moreover, that 
their output should rise faster than that of consumer goods.'’ For 
example, in the USSR over the period 1950-67, Department I 
production averaged 25 per cent of national income (by Socialist 
definition) and it increased 6:2 times, while Department II 
production rose only 4:2 times.'8 

Although originally Marxism was a protest against the Industral 
Revolution, upon the formation of the Socialist States, the com- 
munist regimes became champions of industrialization for several 
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practical reasons. Apart from a natural reaction to social conditions 
based on semi-feudal and backward agriculture, industrialization 
offers the promise of social emancipation, a cornucopia for the 
masses and a solid defence base against real or imagined capitalist 
aggression. 

In relatively short periods of time, and with virtually no aid from 
the capitalist world, the Socialist countries have attained most 
impressive levels of industrial development. They now claim at least 
35 per cent of the world’s industrial output, compared with about 15 
per cent covering the same countries in 1937 (see Table 15, p. 211). 

The degree of industrialization attained is conveyed to some extent 
by Table 3, representing the industrially most advanced Socialist 
countries, for which consistent statistics are available over a reason- 
ably long period. 


Table 3. The Percentage Share of Industrial 
Production in the Net Material Product of 
the European CMEA Countries, 1960-77* 


Country 1960 1970 1977 
Bulgaria 46 49 52 
Czechoslovakia 63 62 62 
German D.R. 53 58 60 
Hungary 37 44 47 
Poland 47 55 52 
Romania 42 59 62 
USSR 52 51 $2 


*Owing to price distortions, the comparability of the figures 
between different countries and between different years is limited. 


Source. Statisticheskii ezhegodnik  stran-chlenov  Soveta 
Ekonomicheskoi Vzaimpomoshchi 1978 (Statistical Yearbook of 
the CMEA Member Countries 1978), Moscow, CMEA Secretariat, 
1978.p.41. 


In fact, the progress of industrialization indicated by the figures in 
Table 3 is understated because of the continuous rise of agricultural 
prices in relation to industrial prices. 

Other Socialist countries are industrially less fully developed. But 
in the case of China the officially claimed share of industrial output in 
the Net Material Product was about 50 per cent in 1975 and by 1985 
-ifthe ambitious crash modernization programme 1975-85 succeeds 
~it should rise to 75 per cent!'? (which now appears most unlikely). 

Within the sphere of industrial production, the Socialist countries 
have traditionally attached greater importance to producer goods 
(Group A) than to consumer goods (Group B). Thus, according to 
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official statistics, in China over the period 1949-74 Group A output 
grew at the average annual rate of 18 percent and Group Bonly by 11 
per cent;?° in Romania over the period 1950-78 the respective rates 
were 14 and 10 per cent,?! and in Poland over the period 1950-80 the 
respective rates were 9 and 7 per cent.?? 

As arule, parallel to the treatment of Department I and II, not only 
is Group A production planned to rise faster but also priority is given 
to it in reaching and exceeding targets in the course of plan 
implementation. This certainly applied in the past, especially up to 
the mid-1960s in the European Socialist countries, as is exemplified 
by the following average annual rates of growth, planned and actually 
attained: 


GroupA Group B 
Planned Actual Planned Actual 
Poland (1961-5) 86 97 83 67 
USSR (1959-65) 93 10°1 73 6:9 


Source. United Nations, Jncomes in Postwar Europe, Geneva, 
ECE. 1967, Ch. 7, p. 1. 


The proportion of Group A in total industrial output tended to rise 
in the past. Taking the European Socialist countries as a whole, it 
constituted only 45 per cent before World War II; by 1950 it had risen 
to 60 per cent; and in the late 1970s it was about 70 per cent.?3 How- 
ever, in recent years there has been a tendency to reduce the disparity 
between the rates, and in some countries (especially the more 
developed ones) Group B has tended to grow faster than Group A (see 
Ch. 6A). 

Within Group A preferred treatment is accorded to those producer 
goods which will subsequently be used to produce other producer 
goods rather than to those which will produce consumer goods; the 
former are termed Group A| (mostly heavy industries) and the latter 
Group A2 (mostly light industries). A generalization may be 
ventured that, historically speaking, industrialization in capitalist 
nations usually proceeds from light to heavy industries, while in 
Socialist countries the sequence is reversed. 

As a consequence of the priorities assigned to heavy and machine- 
building industries, other branches of the economy have suffered, 
especially agriculture, light industries and trade. They have been 
neglected in respect of investment allocations, working conditions 
and the quality of labour. However, in recent years the official 
attitude has been slowly changing in favour of these industries (see 
Chs 6 C and 13). 
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D. RATES OF GROWTH 


Table 4 shows official rates of growth in national income, industrial 
output and agricultural output. The rates for selected capitalist 
countries are also given. As can be deduced from the discussion in 
Part A of this chapter, the comparability of figures in a table of this 
nature is limited. This problem is of lesser magnitude with regard to 
the rates applying to the same country than in respect of comparison 
with other Socialist, and more so with capitalist, countries. Neverthe- 
less, the table provides an interesting and useful basis for broad 
comparisons. 


Table4 Average Annual Rates of Growth in Socialist and Capitalist 
Countries, 1950-80 
(Official rates at constant prices) 


Industrial output 
National : Agri- 

Country income’ Total Group Group cultural 

A B output 
Bulgaria 8 11 13 10 4 
Czechoslovakia 6 7 8 6 2 
German D.R. 6 8 112 2B 3 
Hungary 6 7 7 75 3 
Poland 7 8 9 7 3 
Romania 10 12 14 10 5 
USSR 7 8 9 7 3 
Yugoslavia 6 gh ~ - 4 
AVERAGE (8 countries) 7 8 9 7 3 
China § Il 153 94 4 
Japan 8 14 - - 2 
United Kingdom 2 3 - - 3 
United States 3 4 - - 2 
EEC B) 6 - - 4 
ALL CAPITALIST COUNTRIES 4 5 - - 4 


'Net Material Product of the Socialist countries; Net National Product at Factor Cost 
ofthe capitalist countries. 

2Metal processing industry. 

Light industry. 

‘Heavy industry in the State sector. 

Light industry in the State sector. 

Sources. Based on: Statisticheskii ezhegodnik ... (different years), Beijing Review 
(and formerly Peking Review) (different issues); Current Scene, Hong Kong, July 1974, 
p. 3, and other issues; United Nations Yearbook of National Accounts Statistics 
(various issues) and the statistical yearbooks of the countnes concerned. 
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The Socialist rates of growth are likely to embody an upward bias. 
First, as the success of enterprises is judged largely by the targets 
attained and overfulfilled, the management, in providing statistical 
returns, has a vested interest in overstating production achievements. 
Secondly, as in the past targets were usually defined in quantitative 
terms, the poor quality or even the sheer uselessness of some 
production was not reflected in the rates.?4 This upward bias may be 
partly matched by capitalist rates. The fastest growth in Western 
countries is usually recorded in ‘unproductive’ services. As this com- 
ponent forms part of the Western, but not Socialist, national income, 
it may be assumed that to this extent the rates of growth in capitalist 
(especially advanced) countries embody an upward bias too. 

Socialist rates of growth, particularly those of the USSR, have been 
subjected to thorough critical examination by a number of Western 
(mostly American) economists, notably A. Bergson, M. Bornstein, R. 
W. Campbell, S. H. Cohn, D. B. Diamond, M. Ernst, R. Greenslade, 
J. P. Hardt, D. Hodgman, N. Kaplan and R. Moorsteen, S. Kuznets, 
J.H. Noren, A. Nove, G. W. Nutter and J. W. Willet.?5 

There is general agreement among thern that the official Socialist 
rates are exaggerated. Thus S. H. Cohn, testifying before the US 
Congress in 1966, gave the annual growth rate in the Soviet GNP as 
7-1 for the period 1950-8 and 5°3 for 1958-64, i.e. an average rate of 
6°4 per cent, compared with the official Soviet rate of 9 per cent p.a.?6 
Some experts arrived at lower figures: G. W. Nutter produced an 
average long-range rate for the USSR up to 1963 ofabout 3 percent.2’ 

Most Socialist economists react strongly against the Western 
estimates, as being biased misrepresentations designed to belittle 
Socialist economic achievements. Thus a Soviet economist, I. 
Kotkovskii, argued that Cohn had understated Soviet economic 
growth over the six-year period 1959-64 by a quarter — instead of 36 
per cent, the total growth was in fact 48 per cent.28 On the other hand, 
some Soviet statisticians, viz. B. N. Mikhalevskii and Yu. P. Solovev, 
believe that the Soviet official average rate of 9-1 per cent for the 
period 1951-63 is too high; instead they arrived at a rate of 7:0 per 
cent which is not far from Cohn’s figure of 6°4 per cent.29 

All in all, there are many good reasons for believing that Socialist 
rates of growth are higher than those in the capitalist world, or even 
those in the West as a whole, although probably by less than the gap 
on paper would imply. The high rates attained in Socialist countries 
in the past can be explained partly by their accelerated early 
economic development. The absolute rise in production was not as 
large as the high rates would suggest — they are typical of countries 
starting from low absolute figures of national income. The relatively 
high rates achieved by Bulgaria and Romania, as compared with 
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those of Czechoslovakia and the German D.R., can be largely 
explained on these grounds. 

This fact is further illustrated by the following figures showing the 
average annual rates of growth (in national income) attained by the 
European CMEA countries: 


1951-5 10°7 
1956-60 8-4 
1961-5 60 
1966-70 70 
1971-5 6:4 
1976-80 30 
1981-5 (Plan) 35 


Sources. Based on: Gospodarka planowa (different years). 


Two significant conclusions emerge from the study of the Socialist 
rates of economic growth. First, there has been a long-run tendency 
for the rates to decline, and the high rates attained over the period 
1950-8 have not been repeated (except in some years in the case of 
the individual less developed countries, viz. Bulgaria, Romania and 
Yugoslavia). 

Second, traditionally Marxists considered trade cycles to be a 
peculiarity of capitalist market economies, and for many years Com- 
munist leaders stressed the stability of the Socialist centrally planned 
economies. However, if we examine the Socialist growth rates, it is 
evident that cyclical fluctuations have made their appearance since 
the late 1950s. Taking the Socialist bloc as a whole, there were three 
pronounced recessions in the past: in the late 1950s and the early 
1960s; in the late 1960s; and a longer and deeper one in the late 1970s 
and early 1980s. In fact, in some years individual countries 
experienced negative rates of growth, at least in the following cases (as 
officially acknowledged): 


China -3 in 1959; —4 in 1960 and-19 in 1961;—4 in 1967 and 
—1 in 1968; -2 in 1976 
Czechoslovakia —2 in 1963 


Hungary —-11 in 1956;-1 in 1980 
Poland —2 in 1979 and -4 in 1980 
Romania -7in 1956 

Yugoslavia -8 in 1952;-4 in 1956 


Sources. Chu-yuan Cheng, ‘Economic Fluctuations in the PRC: 1949-1972, 
Current Scene, July 1974, p. 3; Beijing Review, 23 March, 1981, p. 25; Rozwoj 
gospodarczy krajow RWPG 1950-1968 (Economic Development of the CMEA 
Countries 1950-1968), Warsaw, Central Statistical Office (of Poland), 1969, pp. 
16-44; Economic Survey of Europe in 1980, Geneva, ECE, 1981. 
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Negative rates of growth have been particularly common in agri- 
cultural output — about four times as frequent as in national income 
(but virtually non-existent in industrial output). 

The fact of cyclical fluctuations under Socialism has been well 
documented not only by several Western researchers, such as L. J. 
Brainard, Chu-yuan Cheng, R. Dahlstedt, A. Eckstein, B. 
Mieczkowski, A. Nove, J. H. G. Olivera, H. Sherman and G. J. 
Staller, but also by a number of Socialist economists, notably J. 
Goldmann (Czechoslovakia), K. A. Soos (Hungary), R. Chelinski, 
O. Lange, J. Pajestka, Teresa Sudra, A. Szeworski (Poland), and A. 
Bajt, N. Cobeljic, B. Horvat, Radmila Stojanovié (Y ugoslavia).°° But 
it must be pointed out that Socialist recessions, with the exception of 
Yugoslavia, are not marked by unemployment and inflation. This 
contrasts with recessions in capitalist countries since the early 1970s, 
typically noted for stagflation. 

It is generally assumed in the West that as the Socialist countries 
approach mature stages of economic development, their rates will 
settle at levels typical of those of Western nations. This possibility 
was strongly discounted in the past by most Socialist economists, 
such as B. Csikos-Nagy (of Hungary), E. Gorbunov (of the USSR) and 
K. Laski (at that time, of Poland).3! 

In their view, the falls in the growth rates in the 1960s and the early 
1970s had been due to exceptionally adverse weather conditions 
(responsible for the drastic falls in agricultural output and the 
consequent need to divert hard foreign exchange away from imports 
of industrial equipment in favour of food imports), to disruptions 
caused by the economic reforms and, more recently, to the capitalist 
recession. But they maintained that the economic reforms provided 
these countries with new sources of growth, deriving from greater 
productivity increases. Some Socialist economists asserted that in the 
long run the ‘languishing growth curve’ did not apply to a Socialist 
centrally planned economy and that Socialist rates of growth would 
settle at a level 50-70 per cent higher than those in the developed 
capitalist world. 

However, it is doubtful now, in the light of recent developments, if 
the traditional Socialist arguments can be accepted as valid in the 
long run. 


NOTES 


1 Mala encyklopedia ekonomigzna (Concise Encyclopedia of Economics), 
Warsaw, PWE, 2nd edn, 1974, p. 608. 

2 In practice, this is of little significance as Income Payable To, or Receivable From, 
Other Countries is of small magnitude (except in Yugoslavia). 
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It is better to avoid using ‘market prices’ because realized prices, on the one hand, 
also cover producer goods transmitted from one State enterprise to another (where 
there is no market), while, on the other, black market prices are not taken into 
account. 

Zycie gospodarcze, 5 May 1968, p. 11. 

L. Zienkowski, Jak oblicza sie dochéd narodowy (How National Income is 
Calculated), Warsaw, PWE, 3rd edn, 1966, p. 109. 

E.g., according to the calculations made by a Czechoslovak economist, the 
national income of the USA in 1961 was $427,829m. by the Western method, 
while by the Socialist method the figure was $305,0SIm., i.e. ‘unproductive’ 
services represented 28°7 per cent of the total. In the economically less advanced 
nations service industries are less developed, so that the proportion can be 
expected to be lower. As a rule, ‘unproductive’ services tend to grow faster in 
capitalist countries than material production, and thus the percentage gap tends to 
increase. The percentage difference for the US figure for 1950 was only 21°5 per 
cent. See A. Bruizek, ‘Recalculation of the National Income of the USA for the 
Period 1951-1961 According to the Conception Used in the Socialist Countries’, 
Czechosl. Econ. Papers, no. 4, 1964, p.99. 

National income by the Western method is calculated at factor cost (i.e. net 
indirect taxes are deducted from market values), while by the Socialist method 
indirect taxes (turnover taxes) are included. 

This can be illustrated by figures calculated in Hungary (noted for a very high level 
of turnover taxes). The Hungarian national income in 1965 was 166,800m. forints 
if calculated on the Socialist basis, but only 155,500m. forints (i.e. 7 per cent 
lower) calculated by the Western method. See A. Csernok, ‘Hungary’s National 
Income Established on the Basis of the System of National Accounts,’ Acta 
oeconomica, no. 3, 1968, p. 407. 

US Congress, Joint Economic Committee, Comparisons of the United States and 
Soviet Economies, Washington, GPO, 1959, Pt. II, p. 385. 

US Congress, Joint Economic Committee, Soviet Economy in a Time of Change, 
Washington, GPO, 10 Oct. 1979, Vol. 1, p. 378. 

Voprosy ekonomiki, 7/1963, p. 114. 

Zycie gosp., 13 Nov. 1966, p. 7. 

Between 1957 and 1965 the Soviet economic administration was organized on a 
territorial basis, and it was exercised by over 100 regional councils, so that there 
were only about ten economic ministries at the Union level. 

Based on the statistical yearbooks of the countries concerned. 

Based on Vop. ekon., 9/1968, p. 101, and supplemented by the statistical year- 
books of the countries concerned. 

According to calculations made by S. H. Cohn for 1964, if total production in the 
USSR were brought to the Western GNP basis, then the proportions represented 
by industry, agriculture and unproductive services would be (compared with the 
UK and USA) expressed as percentages: 


Industry Agriculture Services Other 


USSR 34 25 17 24 
UK 40 4 30 26 
USA 32 4 36 28 


See S. H. Cohn, ‘Soviet Growth Retardation: Trends in Resource Availability and 
Efficiency’, US Congress, Joint Economic Committee, New Directions in the 
Soviet Economy, Washington, GPO, 1966, Pt. II-H, p. 110. 

However, this traditionally accepted view is being increasingly questioned by a 
number of Socialist economists today. They maintain that expanded reproduction 
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(a positive rate of growth) ts possible without the Department I production having 
to rise faster than Department II. A falling capital — output ratio may ensure high 
rates of growth in national income even if Department I production does not rise 
faster than Department II. E.g. see M. Usiyevich, (‘Leninist Doctrine on the Two 
Departments of Social Production and the Experience of Socialist Development 
in the CMEA Countries’), Vop. ekon., 1/1969, pp. 111-22. 

ibid., p. 120. 

R. M. Field, ‘Civilian Industrial Production in the People’s Republic of China: 
1949-74’, in US Congress, Joint Economic Committee, China: A Reassessment of 
the Economy, Washington, GPO, 10 July 1975, p. 149. 

ibid. 

Annuarul Statistic al Republicii Socialiste Romania 1979 (Statistical Yearbook of 
the Socialist Republic of Romania 1979), Bucharest, Central Directorate of 
Statistics, 1979, pp. 140-1. 

Rocznik statystyczny 1971 (Statistical Yearbook 1971), Warsaw, Central 
Statistical Office (of Poland), 1971, p. 172, and /980, p. 138. 

N. G. Klimko (ed.), Problemy razvitiva ekonomiki sotsialisticheskikh stran 
Evropy (Problems of the Economic Development of the European Socialist 
Countnes), Kiev, Izd. Pol. Lit. Ukrainy, 1968, p. 129; Statisticheskii ezhegodnik 
... 1978, pp. 64-5; Runk: zagraniczne (Foreign Markets), Warsaw, 16 Oct. 1980, p. 3. 
The rates for industrial and agricultural output (as the term ‘output’ indicates) are 
based on global returns, in which there is a good deal of double-counting, i.e. the 
final product, as well as its components obtained from outside the enterprise or 
farm (and in some cases also those produced internally), are counted as 
production. However, this in itself does not necessarily bias the rate of growth 
from year to year, provided there is no change in the pattern of overlap. On the 
whole, the degree of double-counting appears to be decreasing owing to the 
increasing concentration and integration of processes. 

For a comparative table showing some of their estimated rates and official Soviet 
and East European rates, see J. Wilczynski, Socialist Economic Development and 
Reforms, London, Macmillan, 1972, pp. 16-17. 

Cohn, op. cit., p. 105. 

G. W. Nutter, ‘The Effects of Economic Growth on Sino-Soviet Strategy’, in D. M. 
Abshire and R. W. Allen (eds), National Security: Political, Military, and 
Economic Strategies in the Decade Ahead, New Y ork, Praeger, 1963, p. 166. 

I. Kotkovskii, (‘Present Conditions of Economic Competition between the USSR 
and the USA’), Vop. ekon., 4/1967, p. 75. 

B. N. Mikhalevskii and Y. P. Solovev, (“The Growth Function of the Soviet 
Economy over the Period 1951-1963"), Ekonomika i matematicheskie metody, 
no. 6, 1966, pp. 823-40 (quoted from G. F. Denton, ‘A Recent Soviet Study of 
Economic Growth 1951-63’, Soviet Studies, April 1968, p. 503). 

See references at the end of this chapter under some of these names. 

B. Csikos-Nagy, ‘Can the Accelerated Economic Growth Be Maintained?’, Acta 
oeconomica, nos. 3-4, 1974, pp. 295-308; E. Gorbunov, (‘The Efficiency of 
Accumulation and Economic Growth’), Kommunist, 8/1967, pp. 88-97; K. 
Laski, (“The Question of Economic Growth in the Socialist Countries’), Nowe 
drogi 1/1968, pp. 85-93. 

J. Kleer, J. Zawadzki and J. Gorski, Socjalizm - Kapitalizm (Socialism v. 
Capitalism), Warsaw, KiW, 1967, p. 98. 
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CHAPTER 5 


Accumulation 


A. ACCUMULATION vy. CURRENT 
CONSUMPTION 


Accumulation is a Marxian term corresponding to the Western con- 
cept of investment in its broadest sense. It is that part of national 
income which is produced but not consumed during the year in 
question (A=NY-C). According to the official classification, it con- 
sists of: 


(i) the stock of added fixed assets in the sphere of material 
production; 
(ii) the stock ofadded fixed assets in the non-productive sphere;! 
(iii) net additions to the stocks of circulating assets in the process of 
production; 
(iv) net additions to reserves (held idle as an insurance against 
unexpected contingencies); 
(v) the foreign trade balance.’ 


As in Western practice, depreciation (‘amortization’ in Socialist 
terminology) is deducted from gross investment, so that only net 
investment is included in accumulation. 

Under capitalism, the division of national income between invest- 
ment and consumption is overwhelmingly determined by private 
producers and consumers. Private firms base their investment 
decisions on expected profitability (determined by the marginal 
efficiency of capital and the rate of interest). Savings (on the macro 
scale) accommodate themselves to investment and are conditioned 
by inequalities in the distribution of national income and wealth. 
Although governments endeavour to influence and supplement the 
private sector, the intervention is not on a comprehensive and 
systematic basis, and the proportion between investment and con- 
sumption is not consciously determined. 

In the Socialist economy, accumulation is centrally fixed on a 
planned basis. Neither interest nor profit is allowed to interfere with 
the size and broad distribution of accumulation at the macro- 
economic level. However, interest and profit are now important 
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instruments for promoting the most economical implementation of 
investment undertakings at the operational level. As accumulation is 
centrally planned, and for a number of years ahead, it is much more 
stable from year to year than is normally the case in capitalist 
countries (where the proportion may range from a negative figure to 
some 40 per cent of national income). 

The decision on the proportion between accumulation and 
consumption is largely political. It is governed by the available 
resources and long-run macrosocial objectives, such as industrializa- 
tion, defence preparedness and the postulated rate of growth.3? The 
proportion of national income (‘net material product’) devoted to 
accumulation is usually fixed within the range of 20-30 per cent.4 
These officially given proportions are in fact understated, because in 
the Socialist national income valuation producer goods are relatively 
undervalued (as, in contrast to most consumer goods, they are not 
subject to turnover taxes; see Ch. 4 A). In capitalist economies at 
about the same stage of development as the European Socialist 
countries, the proportions normally range from 10 to 25 per cent of 
national income, as estimated by the Socialist method. 

Although the precise degree of difference may be disputed, there is 
little doubt that Socialist countries devote a higher proportion of 
their national income to accumulation than, ceteris paribus, 
capitalist countries do.> This is made possible by the monoparty 
system of government, central planning and the social ownership of 
the means of production. Current consumption is restricted by 
manipulating the wage fund and social consumption on the one hand 
and retail prices on the other. It is assumed by the authorities that this 
sacrifice is warranted, and indeed essential, in the early stages of 
industrialization, when it is necessary to develop industries noted for 
high capital absorption, such as mining, heavy industry and trans- 
port. 


B. INVESTMENT AND SOCIALIST 
REPRODUCTION 


In Socialist economics a distinction is made between ‘productive’ and 
‘non-productive’ accumulation. The former comprises additions to 
fixed and variable assets in the sphere of material production, and it is 
referred to as ‘productive investment’, or simply investment. The 
balance of accumulation consists of durable consumer goods for 
individual as well as for collective consumption, such as private 
housing and household effects, public buildings and equipment, 
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educational, social, cultural and sporting facilities, and defence 
installations and materials. 

In general, productive investment constitutes about three-quarters 
of the total, the remaining one-quarter being classed as non- 
productive. The proportions represented by productive investment 
in the countries regularly publishing such statistics are shown below 
for 1960, 1970 and 1977: 


1960 1970 1977 
Bulgaria 74 76 75 
Czechoslovakia 65 70 PA 
German D.R. 78 83 80 
Hungary 73 TI 63 
Poland 67 75 75 
Romania 76 83 84 
USSR 65 70 74 


Source. Statisticheskii ezhegodnik stran-chlenov Soveta Ekono- 
micheskoi Vzaimpomoshchi 1978 (Statistical Yearbook of the 
CMEA Countries for 1978), Moscow, CMEA Secretariat, 1978, p. 
135. 


As Socialist countries proceed to higher stages of economic develop- 
ment, it can be expected that the share of productive investment will 
decline in favour of ‘non-productive’ ones more directly relevant to 
the improvement in living standards.® 

Productive investment is directly related to Socialist 
‘reproduction’, a concept which was first introduced by Marx. It 
denotes a continuous process of production in which resources are 
used up partly to meet current consumption needs and partly to 
recreate resources to enable continued production in the future. 
Reproduction can be simple, when the scale of production is 
unchanged; extended, when the scale is increased with the aid of 
additional investment (unless the efficiency of investment increases); 
and contracting, when the scale is declining, which is normally 
associated with negative investment (i.e. “disinvestment’). 

The rate of economic growth in a given period depends on the 
investment made in the preceding period and its efficiency. This 
applies equally to Socialist and capitalist countries. However, the 
criteria and methods of determining the rate of investment (//Y, i.e. 
the proportion of investment in national income) are different under 
each system. 

In the capitalist economy, a crucial role is played by effective 
demand and surplus production capacity. Extra investment is made 
only in anticipation of increased demand beyond the existing idle 
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capacity. This becomes obvious by referring to the well-known 
‘Harrod-Domar’ model of growth. Investment in a given year 
increases production capacity. But the increase in the money income 
of the population needed to absorb the extra production depends on 
net investment, as only the latter can produce the multiplier effect. 
The extent of the increase in money income (A Y) brought about by 
the increment in investment (AJ) is determined by the multiplier (k).’ 
Investment that creates production capacity for which there is 
subsequently insufficient demand leads to losses. If the equilibrium 
size of investment is known, then, given the size of national income, 
the investment rate can be arrived at — it is equal to the saving rate, or 
the reciprocal of the multiplier. 

Under Socialism, the role of investment in economic growth is 
much greater and more direct. The investment rate is not a product of 
micro decisions dependent on anticipated demand and profitability 
but is determined by the central planning authority in advance. The 
size of investment is never limited by an insufficiency of demand, 
because the latter can easily be adjusted to the required level (in fact, 
it tends to outrun effective supply). 

In the best-known model of Socialist growth, developed by M. 
Kalecki in Poland, the determinants of economic growth in fact 
reduce to those affecting investment, as indicated by the following 
formula:® 


Rg =rate of growth of national income; 

ci =coefficient of capital intensity (its reciprocal denotes the 
coefficient of capital efficiency); 

I/Y = share of productive investment in national income; 

Yo =reduction of national income caused by the withdrawal of 
worn-out resources; 

Ye =increase in national income brought about by greater 
efficiency. 


It does not, of course, mean that the investment rate under 
Socialism can be fixed at arbitrarily high levels. Central planners are 
bound by three constraints. First, if the investment rate is fixed too 
high in relation to current consumption, the work effort may 
deteriorate, which might actually lead to a decline in the rate of 
growth. 

Second, by contrast with capitalist countries, there is normally 
continuous full employment (however, see the case of Yugoslavia, 
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Ch. 9 A), so that excessive investment produces immediate strains on 
labour resources. Third, the implementation and subsequent opera- 
tion of certain types of investment may be hampered by a lack or 
shortages of domestically produced equipment and materials. To 
overcome this, substantial readjustments to imports and exports may 
be necessary, to which there are usually limitations imposed by con- 
ditions at home as well as abroad. 


C. THE EFFICIENCY OF INVESTMENT 


The rate of growth of national income depends not only on the size of 
investment but also on the effectiveness of its installation and sub- 
sequent utilization. In the earlier stages of economic development, 
dominated by the goal ‘industrialization at any cost’, Socialist 
countries paid little attention to the problem of efficiency. When 
efficiency declined, to maintain high rates of growth usually the rate 
of accumulation was simply increased.? 

However, as the Socialist countries were approaching more 
developed stages, the problem was not sorting itself out, but was in 
fact becoming magnified. Taking the CMEA group of countries as a 
whole, from the late 1950s to about the mid-1960s, the incremental 
capital—output ratio was rising alarmingly, i.e. investment was rising 
at much faster rates than national income. This became most obvious 
in Czechoslovakia, industrially the most mature Socialist country, 
where investment cost per | koruna of increase in national income (at 
1963 prices) was as follows: 


korunas 
1950 1°33 
1960 2°41 
1961 3°14 
1962 13°90 
1963 18°22 


Source. Ota Sik. Plan and Market Under Socialism, Prague, Czechoslovak 
Academy of Sciences, 1967, p. 62. 


It may be observed that in 1963 Czechoslovakia actually 
experienced a negative rate of growth of national income (— 2:2), even 
though accumulation constituted over 13 per cent of her national 
income.!? Even in the USSR the trend was quite strong. To achieve | 
ruble increase in national income (at constant prices) it was essential 
to spend 1:40 r. in 1950, 2°53 r. in 1960 and 4°67 r. in 1963 on gross 
investment.!! 
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Although the rising capital-output ratio has been partly due to the 
capital-intensive progress, there is little doubt that, at least up to the 
mid-1960s, it was largely due to the continued excessive reliance on 
extensive growth factors, irrespective of efficiency. As Ota Sik 
summed it up: ‘Enterprises and departments, relying on the 
experience of the previous extensive development, demanded the 
greatest possible volume of investments, the most manpower and the 
lowest production targets they could, so that they could fulfil the 
plans easily.’!2 

Although investment efficiency studies had been carried on before 
World War II (in the USSR), they have assumed urgency in all Social- 
ist countries only in the last decade. Indexes of investment efficiency 
have been worked out to aid planners and enterprises in selecting the 
most ‘effective’ investment projects. The simplest and most common 
index 1s represented by the following formula:!3 


AMPS Te 
Te= V 


Te = index of investment efficiency; 

T = time (in years) for the recoupment of the investment outlay; it is 
either fixed as a uniform number of years for the whole economy 
(e.g. six years in Poland) or differentiated according to industries 
(e.g. three to ten years in the USSR); 

I =investment outlay; 

C =annual regular production cost of operating the project during its 
useful life; either prime cost (as in Poland) or total cost (as in 
the USSR) may be taken into account. 

V = annual value, or volume, of production during the lifetime of the 
project. 


In the preceding index no account is taken of the construction period 
of the investment project (during which investment resources are 
‘frozen’), the period of exploitation and changing production costs 
during the lifetime of the project. These considerations are reflected 
in the ‘synthetic’ index of investment efficiency: 


sie V/T)I(+d-f)+Cn- ve 
Vn-vp 


sle =synthetic index of investment efficiency; 
d =coefficient of discount indicating annual losses caused to the 
economy during the period of construction of the investment 
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undertaking; it is usually fixed for the whole economy (e.g. in 
Poland it is 0°15, or 6°67 p.a.); 
= the freeze period, i.e. the number of years necessary to complete 

the investment project; 

Cn= total cost of exploitation of the project including maintenance 
and repairs during the whole period n; 

ve =coefficient of cost variation during the period of exploitation; 

Vn = total value of production in the entire period n; 

vp =coefficient of production variation during the period of 
exploitation. 


There are several reasons to believe that the effectiveness of invest- 
ment in Socialist countries will be greater in the future than in the 
past. First, the progress being made towards optimal planning and 
computerization places planners in a better position to make more 
effective allocations of investment resources at the macro level. 
Second, investment banks, whose role and responsibilities have been 
greatly strengthened by the recent reforms, now systematically 
evaluate investment efficiency before extending credits (see Part D of 
this chapter and Ch. 11 B, C). Third, all CMEA countries have 
embarked on a consistent policy of standardization of capital equip- 
ment and processes, systematic exchanges of technological data and 
specialization on a CMEA-wide basis. 

Fourth, since the early 1960s these countries have introduced 
‘capital charges’, which are annual payments made by enterprises to 
the State on fixed (and circulating, as e.g. in Czechoslovakia) assets in 
their possession. These charges may range from | per cent to 9 per 
cent p.a. (for further details, see Ch. 11 C). Finally, the acceptance of 
profit as the main criterion of enterprise performance means that 
enterprises are no longer as extravagant in endeavouring to secure 
and hoard equipment they cannot profitably utilize. 


D. THE FINANCING OF INVESTMENT 


In a capitalist economy most investment is privately financed, and 
this is done mainly by ploughing back profits, by issuing shares and 
debentures and by borrowing from banks. Public investment in 
government business undertakings generally follows a similar 
pattern, although there may be considerable differences regarding the 
provision of initial capital and the treatment of profits and losses 
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according to the undertaking’s relation to the public authority 
budget. 

In Socialist countries there is, of course, no capital market and 
virtually all providers and users of capital are socialized entities.'4 
There are three sources of investment finance for enterprises — the 
State budget, banks and the enterprises’ own resources. Asa result of 
the economic reforms, the role of direct State financing has been 
declining in all these countries in favour of bank credits and the enter- 
prises’ own funds. The case of Bulgaria, which is typical in this 
respect, illustrates the role ofeach, and the prevailing tendency: 


Percentages 
1952 1965 1973 
State budget 82 77 29 
Bank credits 4 7 37 
Enterprises’ own funds 14 16 34 


Source. Statisticheski godishnik na narodna republika 
Blgariya 1974 (Statistical Yearbook of the People’s Republic 
of Bulgaria for 1974), Sofia, National Information Office, 
1974, p. 386. 


However, in some countries, where the old centralized system has 
been largely retained, the state budget is still the dominant source of 
investment financing. Thus in Romania the proportion has fallen 
only slightly, viz. from 98 percent in 1950 to an average of 91 percent 
over the period 1971-5, and in 1978 it stood at 95 per cent.!5 


1. THE STATE BUDGET 


Investment and credit policy still rests basically on broad plans 
centrally laid down. The investments allocated directly by the State 
are those which are of key importance to the socioeconomic progress 
of the country, and they are usually designed to change the structure 
ofthe economy. 

The initiative originates from the State, and the projects are clearly 
defined by central! planners as to the type, location and size, and the 
date of completion. The initial capital expenditure may be partly 
repayable by the enterprise to the State. 

State-provided investments are financed out of capital charges, 
differential levies, depreciation and other payments made by enter- 
prises to the State budget. But their total may be insufficient, so that 
the balance may be financed out of the revenue from turnover taxes. 
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These taxes are mostly imposed on consumer goods, and their 
proceeds have traditionally been directed to industry rather than 
agriculture. Besides, procurement prices payable by the State to 
farms have often been set deliberately at very low levels to provide the 
State with cheap foodstuffs and industrial raw materials. 

In effect, on the macroeconomic scale the development of industry 
has been partly financed by agriculture. Thus it is the peasant, as a 
consumer of high-priced industrial consumer goods and a producer 
of under-priced agricultural commodities, who has borne the main 
brunt of Socialist industrialization. However, this is slowly changing, 
as the prices of agricultural products are being raised in relation to 
industrial articles and the allocation of investment resources is 
becoming less discriminatory to agriculture than in the past. 


2. BANK CREDITS 


These are extended by investment, agriculture, commerce and 
foreign trade banks, under the overall control of the State central 
bank, for the purchase of fixed and circulating assets. Credits are 
granted to enterprises on condition that the contemplated investment 
is consistent with the economic plan and that the project is likely to 
be profitable. 

Banks, in conjunction with branch associations and the enterprises 
concerned, participate in working out operational plans and the 
efficiency of individual projects. In each country banks havea scale of 
interest rates differentiated according to the purpose and length of the 
credit (for further details, see Ch. 11 C). 


3. ENTERPRISES’ OWN FUNDS 


These resources are used to finance smaller investments, including 
Tepairs and the modernization of existing plant. As a result of de- 
centralization, individual enterprises now have a good deal of 
freedom to initiate and implement ventures which promise high 
profitability. 

The financial resources for such purposes are now held in the 
Enterprise Development Fund. There is generally no direct central 
control over the ways in which the Fund is to be applied. But the State 
exercises substantial influence through various financial incentives 
and disincentives, whereby the size of the Fund can be increased or 
decreased. The finance in this Fund is derived mainly from the 
retained portions of depreciation allowances and profits and also 
from the sale of surplus fixed assets. 
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NOTES 


In the German D.R. non-productive investment is excluded from the concept of 
accumulation altogether. 

In some Socialist countries (e.g. in Poland) the foreign trade balance is not treated 
as part of accumulation but (in addition to the ‘national income losses’ and the 
‘balancing item’) constitutes the difference between the national income produced 
and distributed. 

In search of the optimal plan, usually a number of plans is worked out, in which 
the proportion of accumulation is one of the variables. Thus in the USSR for the 
1966-70 plan Gosp/an worked out five structural plan variants, in which the 
proportions ofaccumulation ranged from 24°8 per cent (enabling a planned rate of 
growth of national income of 5°6 p.a.) and 30°4 per cent (corresponding to the 
growth rate of 7°5 p.a.). b oprosy ekonomiki, 11/1967. p. 86. 

Ekonomista, 6/1968, p. 1453. In the German D.R., where investment in the non- 
productive sphere is not treated as part of accumulation, the proportion has 
ranged from 10 to 20 percent. 

This is iJlustrated by comparative studies in Hungary and Poland. Before World 
War II, accumulation averaged 7 per cent and 11 per cent respectively. In the 
1960s. the proportion for Hungary ranged from 24 to 30 per cent. and for Poland 
over the period 1956-60 it was 25-26 per cent. Statisztikai Szemle, Jan. 1969, p. 
6: L. Zienkowski, Jak oblicza sig dochéd narodowy (How National Income is 
Calculated), Warsaw. PWE, 1966, 3rd edn. p. 223. 

W. Iskra, Rozwoj przemyslowy krajow RW'PG (Industrial Development of the 
CMEA Countries), Warsaw, PWE. 1967, pp. 291-4. 

The relation between these variables is shown in the following formula: [AJ/A Y) 
=AIk, in which the left side of the equation indicates the output produced with the 
aid of the investment, whilst the latter indicates the income generated by the 
Increment in investment. 

Adapted to English terminology and concepts from: M. Kalecki, Zarys teorti 
wzrostu. gospodarki socjalistycznej (Outline of the Theory of Growth of the 
Socialist Economy), Warsaw. PWN, 1963, esp. p. 18. 

E.g., in the USSR the accumulation rate was increased from 21 percent in 1927/8 
to 27 per cent in 1932 and to 29 per cent in 1940. As a result, an average annual 
rate of growth in national income of 16 was maintained over the period, in spite of 
sharp deteriorations in the productivity of capital in all major branches of the 
economy. See E. Gorbunov, (‘The Effectiveness of Investment and Economic 
Growth’), Kommunist, 8/1967, p. 90. 

Central Statistical Office of Czechoslovakia, Statisticka roéenka 1967 (Statistical 
Yearbook for 1967), Prague, 1967, pp. 132, 136. 

la. B. Kvasha, ‘Capital Intensity’, Problems of Economics, Jan.-Feb.-March 
1967, p.67. 

Ota Sik, Plan and Market under Socialism, Czechoslovak Academy of Sciences, 
Prague, 1967. p. 86. 

The two following formulae have been adapted to English terminology and 
concepts from: The State Planning Commission of Poland, Instrukcja ogéina w 
Sprawie metodyki badan ekonomicznej efektywnosci inwestycji (General 
Instruction Concerning the Methodology of the Evaluation of the Economic 
Efficiency of Investment), Warsaw. PWE, 1962. pp. 30-5, 78-89. 

Some interesting exceptions may be mentioned. In most Socialist countries, 
especially in Czechoslovakia, the German D.R. and Yugoslavia, there is a number 
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of companies with limited liability, with shares and occasionally debentures 
owned by other socialized enterprises. There are privately financed enterprises 
(especially in Yugoslavia). but the earnings on such investments are limited to the 
level of the current bank long-term interest. The private sector in all these 
countries (except the USSR) can obtain finance from banks, but usually on dis- 
criminatory terms. In Bulgaria, China, Hungary, Poland, Romania, Vietnam and 
Yugoslavia, under certain conditions foreign investors can have minority share- 
holding in local enterprises. Besides, there is a number of joint East-West trading 
and co-production enterprises in capitalist countries in which Socialist partners 
usually have majority shareholdings. For further details see C. H. McMillan. 
‘Growth of External Investments of the Comecon Countries’, The World 
Economy, Sept. 1979, pp. 363-86; J. Wilczynski, ‘Joint East-West Ventures and 
Rights of Ownership’, Annals of Public and Co-operative Economy, Oct.-Dec. 
1975, pp. 32543. 

Annuarul Statistic al Republicit Soctaliste Romania 1979 (Statistical Yearbook of 
the Socialist Republic of Romania 1979), Bucharest, Central Directorate of 
Statistics, 1979, pp. 369-70. 
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CHAPTER 6 


Consumption 


A. THE PLANNED CONSUMPTION MODEL 


As with other important facets of economic life under Socialism, con- 
sumption is planned centrally. The extent and degree of detail, of 
course, differ from one country to another and are certainly smaller 
now than before the reforms. Consumption has to be planned in 
advance because it constitutes an integral part of the national 
economic plan, which cannot be constructed and balanced unless the 
size and structure of consumption are laid down. 

In working out the consumption model, the central planning 
authority (CPA) makes a distinction between the preferences of 
consumers in their capacity as private individuals and as members of 
society. The CPA endeavours to meet consumers’ private prefer- 
ences up to the point where they interfere with the interest of society. 
When that conflict arises, the CPA makes value judgements, usually 
in favour of the long-run interest of society as a whole, in accordance 
with the principle known as the primacy of macrosocial preferences. 

Thus the CPA is confronted with such basic alternatives as: current 
or future consumption, individual or collective consumption, neces- 
sities or luxuries, variety or standardization, quality or quantity. The 
planning of the consumption model at the same time necessitates the 
planning of the incomes of the population and of the retail prices of 
consumer goods. 

When it comes to the realization of the consumption plan, the CPA 
may find either that it has gauged consumers’ preferences incorrectly 
or that some unexpected developments have occurred on the pro- 
duction side. In such cases, three courses are open to the authorities. 


(i) No attempt is made to restore equilibrium in the consumer 
goods market by changing either demand or supply. This leads 
to shortages (or, less likely, to the piling up of stocks) and 
perhaps rationing. 

(11) Steps are taken to adjust demand to the existing supply by the 
process called consumption steering. This is done by manipulat- 
ing the size of the wage fund, by increasing or decreasing the 
prices of relevant articles, including their substitutes, by 
tightening up or liberalizing the terms of consumer credit and by 
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propaganda, which may include persuasive advertising. A sort of 
equilibrium is restored without production responding to 
demand. 

(iii) Supply is adjusted to demand by the CPA providing for larger 
stocks of finished goods and raw materials, creating excess 
capacity through additional investments and perhaps allowing 
more imports of consumer goods. 


All these courses may be followed at the same time but, to general- 
ize, the first two are typical of the short run and of the earlier stages of 
the economic development of a country. For a variety of reasons, 
there is a growing inclination to allow the market to shape production 
in response to consumers’ preferences. 

In general, living standards were depressed to the greatest degree up 
to the mid-1950s and have been less so since the economic reforms of 
the 1960s. But the situation has varied from time to time in individual 
countries. An American specialist in the field, B. Mieczkowski, 
advanced the proposition (in 1978), on the basis of Polish experience, 
that changes in the standard of living are inversely proportional to the 
power of the Communist Party. Excessive consumer austerity breeds 
consumer dissatisfaction, which can lead to restlessness among 
workers, threats of the disruption of production, the unpopularity of 
the Communist Party leaders and a change in the top Party leader- 
ship. Concessions to consumers follow, which promote consumer 
satisfaction, better production effort and the strengthening of 
Communist power. This is turn enables the Communist leadership to 
increase investment at the expense of current consumption, which 
again may provoke popular reaction, and so on. The events in Poland 
in 1980-1 (see Ch. 7 C, D) further confirmed Mieczkowski’s thesis, 
and other writers, such as Valerie Bunce, P. Hanson and J. 
Marczewski, have tested it in application to several other Socialist 
countries (see references under these names at the end of this 
chapter). 

Largely as a consequence of planned consumption, Socialist 
countries have traditionally suffered from seller’s markets, noted for 
an excess of aggregate demand over supply. The overriding con- 
sideration behind the planning of consumption is the curtailment of 
current consumption in favour of accumulation to ensure high rates 
of growth of national income. In practice, nominal incomes tend to 
rise faster than envisaged in the plan. At the same time, priority is 
given to the fulfilment (and overfulfilment) of targets for producer 
goods, if necessary at the expense of consumer goods production (see 
Ch. 4C), and imports of consumer goods are strictly controlled. 

The excess demand persists, and equilibrium is not restored by 


74 


CONSUMPTION 


price increases because of price controls. Although comprehensive 
rationing was abolished as a rule after the early 1950s, it still exists in 
one form or another. As of the early 1980s, there was formal rationing 
of some critical items (meat, bread, flour, rice, sugar, clothing) in at 
least China, Cuba, Kampuchea, Laos, Poland and Vietnam. But 
more prevalent is rationing in the form of long waiting lists for 
housing (up to ten years), cars and some other consumer durables, 
and foreign travel (especially to capitalist countries). 

However, several developments in recent years have tended to 
remove the worse abuses of sellers’ markets, and the consumer, for 
long an insignificant pawn on the economic chessboard, is being 
accorded a new deal. First, in the new approach to planning ‘by 
demand’ the consumer is allowed to perform a useful function in 
relieving the CPA of the need for unnecessarily detailed planning ina 
sphere noted for a great variety of preferences and changing tastes. 
Second, there is a growing assertiveness on the part of the consuming 
public, tired of past promises and continued sacrifices, a trend which 
isnow called ‘consumerism’. 

Third, the increased role that is being assigned to material 
incentives to labour necessitates more, and a wider range of, 
consumer goods, particularly luxury items (see Part C of this 
chapter). Fourth, profit has been accepted as the main indicator of 
enterprise success, and it is now calculated on the basis of production 
actually sold, not merely produced. Fifth, closer links are being 
established between distribution and production to make commerce 
an effective transmitter of consumers’ preferences to producing 
enterprises. 

Finally, as the basic foundations for industrialization have been 
laid down, improving capacities now enable more attention to be 
given to the production of consumer goods. Thus in the USSR in 
1968 and in 1969, for the first time since 1946, the rate of growth of 
industrial consumer goods (Group B) was planned to be higher than 
that of industrial producer goods (Group A); it is a fact that 
between 1928 (when the first five-year plan began) and 1968 only in 
three years (1937, 1945 and 1946) did Group B output increase faster 
than Group A. Over the whole period Group B was increasing at an 
average annual rate of 4, while Group A recorded a rate of 11. But the 
average rates achieved over the period 1979-80 were equal in both 
cases, viz. 4, and the 1981-5 plan provides for slightly higher rates of 
Group B (ranging from 4°9 to 5:2 p.a.) than of Group A (4°7 to 5:1 
p.a.).! 

Symbolic of the new official attitude is the decision to develop the 
mass production of passenger cars not only in Czechoslovakia and 
the German D.R. but also in Bulgaria, Poland, Romania, the USSR 
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and Yugoslavia. For a long time these countries (except Czecho- 
slovakia and the German D.R.) produced more trucks than cars. But 
the proportions have been reversed in Yugoslavia since 1960, in 
Poland since 1970 and in Romania and the USSR since 1972. 
(Hungary produces no cars but she successfully concentrates on 
buses.)? It is significant that in these developments some of the 
leading Western multinational corporations, viz. Daimler-Benz, Fiat, 
Renault, Volkswagen and Volvo have been playing a prominent part. 

Although the Socialist countries’ output of passenger cars is still 
relatively small, it has been growing remarkably since the mid-1960s. 
In 1979 they contributed 2,385,000 cars to the total world output of 
31,440,000, which represented 8 per cent of the world figure, 
compared with | percent, 2 percent and 3 percent in 1950, 1960 and 
1970 respectively.? 

The number of passenger cars in use is still fairly low by comparison 
with rich capitalist countries. But it is growing steadily, as is indicated 
by the following figures (cars in use per thousand of population): 


1960 1970 1979 


German D.R. 17 67 143 
Czechoslovakia 18 57 111 
Yugoslavia 3 35 97 
Hungary 3 24 78 
Bulgaria - 14 55 
Poland 4 15 37 
USSR - 7 19 
Romania - 6 10 
Cuba - - 8 
China n* n* n* 
USA 340 434 532 
Canada 229 308 425 
Australia 197 311 379 
F.R. of Germany 81 219 352 
Sweden 160 284 345 
Great Britain 108 211 265 
Japan 5 85 184 
Argentina 24 57 85 
Egypt - 4 5 
India | l I 


—not available. 
“negligible; 0-04 in 1979. 

Sources. Based on: Rocznik statysyczny transportu 1971 
(Statistical Yearbook of Transport 1971), Warsaw. GUS, 
1971, p. 540; Rocznik statystyczny 1980 (Statistical Year- 
book 1980), Warsaw, GUS, 1980, p. 560; Rynki zagrani- 
czne, op. cit. 
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As in the Socialist countries larger proportions of vehicles are owned 
by the State than is usually the case in capitalist countries, the degree 
of the private car ownership in the former is overstated in relation to 
the latter. 

It may be added that the cause of the consumer is further aided by 
certain developments from seller’s to buyer’s markets (see Ch. 13 C). 


B. PRIVATE AND SOCIAL CONSUMPTION 


Under Socialism a good deal of importance is attached to the dis- 
tinction between ‘private’ (also called ‘individual’) and ‘social’ (also 
described as ‘collective’, ‘residual’, or ‘other’) consumption. Private 
consumption still plays the basic role, constituting about three- 
quarters of total consumption. It consists of those goods and services 
which are purchased out of the consumer’s own earnings on the basis 
of his free choice. 

Social consumption includes public child care, education at all 
levels, health benefits, pensions, housing, communal feeding, special 
holidays, transport, entertainment and cultural services. These 
benefits are provided completely free, or at charges well below costs, 
ona far wider scale than even in the most affluent Western countries. 
Social consumption is financed from the State budget, social 
insurance funds, communal resources and enterprises’ and farms’ 
profits earmarked for the purpose. 

The share of social in total consumption in Socialist countries 
ranges from 20 to 35 per cent, Bulgaria, Hungary and Poland usually 
being at the lower, and Czechoslovakia, the German D.R. and the 
USSR at the higher end of the range. In capitalist countries the 
proportion usually falls within the range 5-20 per cent, and for 
underdeveloped regions it may be less. 

In the past, social consumption rose on the whole faster than 
private consumption, as is illustrated by the following figures for 
different years (social consumption as a percentage of total con- 
sumption): 


1960 1970 1975 


Czechoslovakia 30 30 30 
Hungary 19 23 27 
Poland 18 2) 21 
USSR 26 30 35 


Source. Nowe drogi, 2/1979, p. 78. 
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In general, the Communist Parties are committed to the growth of 
social consumption in the long run to more than one-half of total 
consumption. This commitment is an ideological concession to the 
eventual Marxian principle of distribution ‘according to needs’ (as 
distinct from that ‘according to the quantity and quality of work’, still 
officially subscribed to). 

Under certain conditions collective goods and services can be an 
ideal means of satisfying the wants of consumers most economically 
and in accordance with their legitimate preferences, irrespective of 
their earned-income disability. Under Socialism earnings are still 
based on the value of work performed, not on needs, so that there is a 
considerable differentiation of incomes. These disparities tend to be 
accentuated by the new role assigned to material incentives (for 
details, see the next section). In the case of optional social goods and 
services, such as non-compulsory education, certain health services 
and medicines, travel and recreation, the consumer can exercise his 
choice of whether to use them or not. The provision of such benefits 
also releases women for paid employment and thus, with family 
incomes increased, many more consumers’ needs of a private nature 
can be satisfied. 

On the other hand, the ability of the consumer to exercise influence 
in the sphere of social consumption is nil or remote. As far as he is 
concerned, the market is completely by-passed, and the continued 
expansion of this form of consumption means a decline in the role of 
the individual consumer. Collective goods and services may be of 
insufficient variety and quality to accommodate individual 
consumers’ preferences, yet they cannot be resold or exchanged for 
something else that is desired — in a sense the situation is not unlike 
rationing. In the case of compulsory goods and services (such as 
secular education, inoculations) there is no choice at all, while most 
of the remaining ones are provided under conditions restricting the 
consumer’s freedom of choice as to quantity, variety, place and time. 

The ideal of continued expansion of social consumption, to over 
one-half of total consumption, is in conflict with the recent 
reformulation and extension of material incentives. We shall 
examine this problem next. 


C. CONSUMPTION AND THE 
OPERATION OF MATERIAL INCENTIVES 


To ensure the effective operation of material incentives to labour, 
they must be organically linked to an appropriate consumption 
model. Until the early 1960s the importance of this interconnection 
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was not fully appreciated by the authorities. As is discussed elsewhere 
in this book (Chs 3 C, 4 and 8 C), the recent economic reforms inter 
alia include the extension and strengthening of material incentives 
to labour and the acceptance of profit as the chief criterion of enter- 
prise performance. 

Experience has shown only too well in the past that material 
incentives do not produce the desired result if they consist merely of 
monetary rewards for more and better work. Their operation, inten- 
sity and direction depend on the workers’ needs, the ways in which 
such needs are satisfied and, in the ultimate analysis, on the avail- 
ability of the exact goods and services the labour force wants in its 
capacity as consumers. It can easily be seen that private consump- 
tion must now receive the attention of the CPA. It ensures the satisfac- 
tion of wants on the basis of free choice, and thus it activates the opera- 
tion of material incentives, contributes to the growth of productivity 
and thus ‘constitutes a dynamic element of economic growth’.4 

A well-known Hungarian economist and a respected adminis- 
trator, Csikés-Nagy, concluded some years ago that at this stage of 
economic development the growth of private, rather than social, 
consumption should be emphasized in the improvement of living 
standards. He has advocated stronger and more clearly differentiated 
material incentives to workers and, at the same time, the limitation of 
the extension of social consumption.* 

At the 22nd Congress of the Communist Party of the Soviet Union 
in 1961, it was officially announced that the share of social 
consumption would be expanded in the USSR to 50 per cent by 
1980.° That ambition, however, has been at least partly abandoned, 
and the percentage in the latter year was well below 40. 

On these grounds, the authorities are now adopting a more favour- 
able attitude to consumer credit, because it has been demonstrated 
that not only does it provide an incentive to more and better work, 
but it may actually lead to higher accumulation. In the more market- 
oriented economies, such as Czechoslovakia, Hungary and Yugo- 
slavia, about one-quarter of consumer goods is now sold on hire 
purchase (see Ch. | 1 C for further details). 

The introduction of profit as the main indicator of enterprise 
success provides the basis for a new deal for the consumer. As profit is 
calculated on the basis of the value of production actually sold (not 
merely produced), and as this in turn determines bonuses to the 
personnel, it is now in the interest of enterprises to adapt their 
production to consumers’ preferences. Of special relevance are 
incentives applicable to trading enterprises. In the past, the criterion 
of success for incentive payments was usually the value of trade turn- 
over, so that enterprises were mostly interested in supplying high- 
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priced items. This, again, tended to produce paradoxical results; high 
prices were often due to high turnover taxes intended to discourage 
consumption of such items (e.g. alcoholic beverages, tobacco) while 
articles untaxed or subsidized and in common demand were 
neglected. 

It is generally agreed among the planners and political leaders in 
Eastern Europe that response to consumers’ pressure for better living 
is most desirable and likely in respect of industrial consumer goods, 
especially textiles, footwear, metalware, chemical products and 
electrical appliances. Such goods, generally being luxuries, are 
a strong incentive to greater effort. Besides, investment outlays 
involved in expanding their production are two to three times lower 
than in agriculture, and, being subject to turnover taxes, unlike most 
necessities, they are a handy source of accumulation for the State.’ 
The trend towards reducing the rates of turnover taxes should further 
enable consumption to extend in the desirable direction.’ 

But there are many restraints which will continue to limit the scope 
and operation of material incentives in favour of the consumer. The 
profit criterion for incentives spurs the enterprises to monopolistic 
practices, such as limiting production (where they are free to fix their 
own prices, see Ch. 10 D), increasing prices and concentrating on 
items which are profitable but not necessarily in the consumers’ best 
interest. Furthermore, the authorities may still insulate or distort the 
effect of incentives on production by planned consumption steering, 
by manipulating prices, by adjusting the wage fund and by resorting 
to propaganda. In many cases, material incentives are so designed as 
to give priority to production and sale for export, especially to the 
developed capitalist countries where hard currency can be earned, 
rather than to domestic consumption. For a variety of reasons, the 
Socialist export effort is concentrated on consumer goods, and, more- 
over, to be able to compete in the capitalist buyer’s markets such 
goods have to be of higher quality than those for domestic consumers. 


D. THE QUESTION OF 
CONSUMER’S SOVEREIGNTY 


The role of the consumer in the economy can be judged by the extent 
to which he can influence production. In an extreme case of central- 
ized planning, consumption patterns are simply imposed on the 
consumer from above by means of specific, non-transferable, fixed- 
period validity rationing. Under such conditions, there is no 
consumer’s choice, and it is the planners who are sovereign. 

Where production of consumer goods is determined by planners 
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but there is no rationing, so that consumers are free to determine their 
own patterns of consumption from what is available, the situation is 
known as freedom of consumer’s choice. The economic regime under 
which production responds to consumption, and thus the producers 
allocate resources according to consumers’ preferences, is known as 
consumer’s sovereignty. 

Absence of consumer’s free choice is usually associated with tight, 
centralized command planning (or total war in a capitalist economy). 
This situation existed in the European Socialist countries up to the 
early 1950s, and in the USSR during War Communism (1917-21), 
the early Plan Era (1928-36) and World War II (1940-5). On the 
other hand, complete consumer’s sovereignty exists only in a com- 
petitive free-market economy, the nearest example of which 
prevailed in nineteenth-century Europe and North America. 

The condition existing in the European Socialist countries today 
can be described as a liberal form of consumer’s free choice. On the 
one hand, total consumption and its broad structure are laid down by 
the CPA. The long-term investment programme for major develop- 
ments in consumer goods industries is also determined centrally. On 
the other hand, the precise composition and distribution of the 
output in the consumer goods sector are determined by individual 
consumers registering their preferences in the market. 

Under this set-up, to ensure the fulfilment of the consumption plan 
on the production and consumption sides, the CPA has to exercise a 
dual system of control. This assumes the form of a two-tier price 
system, whereby producers’ and retail prices of consumer goods can 
move independently. Thus the prices received by producing enter- 
prises can be manipulated to regulate profitability, and consequently 
production, while retail prices are regulated to influence 
consumption. 

Asa result of this insulation, production does not necessarily have 
to respond to consumers’ preferences, unless the CPA decides other- 
wise. Using these devices, planners can ensure equilibrium in the 
market. The deviations of retail from producers’ prices so managed 
(apart from trade margins to cover distribution costs) is an indication 
of the extent to which the CPA controls consumption by manipulat- 
ing retail prices rather than allowing production to respond to 
consumers’ changing preferences. These disparities also indicate to 
the CPA how production should be adjusted in the long run if the 
authority decides to acknowledge consumers’ wishes. 

However, it must be added that there are some prices of consumer 
goods which are ‘free’ prices, determined in the market according to 
supply and demand, and the range of articles in this category is 
gradually increasing (see Ch. 10 D). To this extent, the insulation 
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effect is removed, and consumers can influence production more 
effectively. 

In a centrally planned economy, absolute consumer’s sovereignty 
is not feasible. Nor is it desirable. As a result of prejudice, habit and 
imperfect knowledge, many consumers’ preferences are irrational, 
such as an excessive preference for drugs, alcohol and luxuries which 
the economy cannot afford, a lack of appreciation of external 
economies and diseconomies, and a predilection for immediate 
consumption. Instead of allowing the consumer to shape production, 
and consequently the allocation of resources, the CPA intervenes 
whenever there is conflict between private and social interest. 
Additionally, or alternatively, it endeavours to shape appropriately 
the conditions under which consumption takes place. Thus we can 
conclude that a planned economy ~ whether of a centralized or a 
decentralized type - cannot, and should not, permit absolute 
consumer's sovereignty, but it 1s in a good position to ensure rational- 
ized consumer’s sovereignty. 

Whether it does, in fact, depends on the extent to which the CPA’s 
preferences really reflect those of the consumers as members of 
society. In practice, the CPA is more likely to follow the Party’s 
rather than consumers’ preferences, and what is good for the Party 
and the perpetuation of communism is not necessarily in the 
consumers’ best interest. Furthermore, there have been no free 
elections to prove that the Communist Parties (particularly in 
Czechoslovakia, Hungary and Poland) really represent all or even the 
majority of consumers. 

It must be pointed out that the better deal that is being accorded the 
consumer in Eastern Europe is no proof of the restoration of the 
consumer to the economic throne or that sovereignty over the 
allocation of resources is being handed over to him. It merely 
indicates that, first, the consumer is allowed to perform useful 
functions in perfecting economic planning and, secondly, the 
capacity of the more developed Socialist economies has sufficiently 
improved to allow higher standards of living. 

In Western textbooks of economics the proposition is sometimes 
advanced with pride that under capitalism ‘the consumer is king’, and 
that consumer’s sovereignty ensures the most rational allocation of 
resources. These assertions belong more to fiction than to reality. 
This is particularly so in the developed Western countries, which are 
noted for strong monopoly elements and large inequalities in the 
distribution of national income. 

In the search for profit maximization, powerful private interests 
subject the consumer, through modern mass media, to a constant 
battery of sales promotion, so that consumption patterns are largely 
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imposed upon him and he is deprived of rational choice. The size and 
structure of demand are further distorted by socially unjustified 
extremes in the distribution of incomes. Besides, some consumers’ 
preferences are inherently irrational, which, in the absence of govern- 
ment intervention, produces adverse long-run effects on the 
consumers themselves as well as on society in general. In the Socialist 
economy, either such irregularities do not exist or there is a unique 
machinery to counteract such tendencies which is conducive to 
higher levels of social welfare. 
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CHAPTER 7 


Trade Unions and Industrial 
Disputes 


A. TRADE UNIONS AS LENINIST 
‘TRANSMISSION BELTS’ 


Soon after the Bolshevik Revolution in Russia in 1917, three views 
emerged of the place and role of trade unions under socialism. Some 
extremists thought that unions were no longer necessary and should 
be abolished, as their activities could interfere with the operation of 
the Socialist centrally planned economy. Some believed that trade 
unions ought to be retained, transformed into an arm of the state and, 
further, organized along military lines for the task of carrying out pro- 
duction plans and maintaining work and social discipline.! 

Still some others — most clearly identifiable as a group — insisted 
that economic administration should be in the hands of trade unions 
(while the Communist Party should limit itself to the political 
sphere). This group, led by A. C. Shlyapnikov (at that time, the 
Labour Commissar in the Soviet Government), Aleksandra M. 
Kollontai and S. P. Medvedev, was opposed to the bureaucratic 
domination of the economy by the Party and the state and instead 
favoured the development of society along syndicalist lines. 

None of these views was acceptable to Lenin, who considered them 
to be inconsistent with his model of the Socialist centrally planned 
economy under the conditions of the dictatorship of the proletariat. 
He contended that trade unions should be subordinated to the Com- 
munist Party, and that their function was to act as ‘transmission belts’ 
between the Socialist state and the workers. He envisaged the trade 
union organization as ‘a school of administration, a school of 
economic management, a school of communism’ and ‘a link between 
the vanguard [the Party] and the masses’ .? 

Lenin also insisted that the organization and operation of trade 
unions must be based on the principle of ‘democratic centralism’, i.e. 
union officials must be elected in a democratic manner, but each 
union organization had to be subordinate to a higher level of 
authority. 

The trade union establishment that finally emerged in the USSR 
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(by the mid- 1930s) was based on Lenin’s ideas, implemented institu- 
tionally by Stalin in a climate of authoritarianism. The organization 
is a tightly knit hierarchical structure capped by a single supreme 
body, the All-Union Central Council of Trade Unions, headed by a 
Politburo member (usually a Party hardliner, not a distinguished 
trade unionist).3 

The Soviet model was later adopted in essence by other Socialist 
countries, with minor adaptations to local national conditions. In all 
these countries the unions are organized along unitary industrial (as 
distinct from craft or occupational) lines, each union embracing blue- 
and white-collar workers, foremen, various specialists and managers. 

Union membership is not compulsory, but there are some financial 
and social advantages to belonging to a union, and there is usually 
mild official pressure to join one. A union is supposed to represent 
the interests of all workers, members and non-members alike. A 
relatively high proportion of the workforce is unionized, the per- 
centage in the European CMEA countries ranging from 80 to 95 per 
cent (while in capitalist countries the proportion typically ranges 
between 35 and 70 percent, and in the USA itis only 19 percent). But 
in China the proportion is only about 5 percent. 

Union funds are derived from membership fees, cultural and sport- 
ing events, publishing and grants from the State, plus substantial 
State allocations in the form of buildings and finance for cultural, 
health, recreation and sporting purposes. 

Party as well as union leaders often stress that under Socialism 
trade unions participate in the management of production and of 
enterprises.‘ But in reality crucial economic decision-making is 
exercised by central planners, and locally by enterprise managers in 
accordance with the widely accepted principle of one-man 
managerial responsibility. The ultimate control of trade unions rests 
with the Party, which exercises it through Party members (who often 
are union officials) and the allocation of funds. 

Socialist unions have a dual role. First, they participate in the 
implementation of policies pursued by the State under the guidance 
of the Party. Second, more akin to traditional unions in the capitalist 
world, they represent and protect the interest of workers. The unions’ 
specific functions can be summarized as follows. 


a. Plan implementation. They organize meetings to discuss ways and 
means of fulfilling and exceeding targets, improving the quality of 
production and raising labour productivity. They also organize or 
participate in emulation campaigns in pursuit of nationally 
important objectives. 
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b. Worker participation in management. They participate with 
management in working out the details of output norms, work 
incentives and the distribution of enterprise funds (especially the 
‘Material Incentives Fund’ and the ‘Socio-Cultural and Housing 
Fund’). 


c. Industrial legislation. They participate in initiating laws and 
regulations on safety and health standards and amenities in work- 
places, and supervise the implementation of these regulations and the 
maintenance of the facilities. 


d. Workers’ grievances. They take up individual employees’ 
complaints against management concerning such matters as qualifi- 
cations, allowances, bonus payments, transfers and dismissals. 


e. Vocational training. They facilitate or organize training schemes 
for workers, make representations to educational and training 
institutions and advise individual workers on how and in which 
directions to upgrade their qualifications. 


f. Social insurance. They administer old age pensions, disability 
compensation and sickness benefits. 


g. Ideological and civic education. They co-operate in developing 
keen political and social consciousness in the Marxist spirit, cultivate 
the Socialist attitude to work, protect socialized property and devise 
tules for work discipline. 


h. Mass cultural and recreational activities. They organize study 
circles, amateur theatrical societies, sport clubs and hobby pursuits, 
operate ‘palaces of culture’, reading rooms, holiday centres and rest 
homes and engage in extensive publishing activities. 


In spite of official assertions to the contrary, it is difficult not to see 
traditional Socialist trade union establishments as state instrument- 
alities. Their power and interest in protecting workers’ interests are 
narrowly circumscribed. They are not free to strike (with some 
exceptions; see Section D below), and their officials are not freely 
elected by workers but are essentially nominated by the Communist 
Party and are likely to be more loyal to the Marxist State than to 
ordinary union members and workers in general. The unions’ 
responsibilities are extensive and in many cases burdensome, but 
most of them have nothing to do with the protection of the ordinary 
workers against their powerful employer. 
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The national trade union organizations in all the Marxist-ruled 
countries except Yugoslavia belong to the World Federation of Trade 
Unions (WFTU), founded in Paris in 1945, with its headquarters now 
in Prague. It is an indirect successor to the Red Labour Union Inter- 
national,> and it is commonly regarded in the West as an 
‘international Communist front organization’. It embraces affiliated 
national trade union organizations in the twenty-three Marxist-ruled 
countries, plus some fifty-six other (mostly less developed) countries. 
In terms of membership, totalling over 160 million (of which the 
Soviet component is 125 million), it is larger than either the Inter- 
national Confederation of Free Trade Unions (ICFTU)* or the World 
Confederation of Labour.’ 


B. THE NEED FOR THE PROTECTION 
OF WORKERS 


In two Soviet bulletins published in English for Western con- 
sumption, it was recently pointed out that in the USSR ‘the interests 
of the trade unions and the state are identical ... as the means of 
production are owned by, and operated for, the people’;® it was also 
stressed that, unlike under capitalism, for the Soviet workers the 
problems of ‘unemployment, inflation, social inequality, encroach- 
ments by the authorities and employers on trade union rights, higher 
rents’ did not exist.® It may be added that a Socialist country is a 
workers’ state, where workers own the entities in which they are 
employed. There are no capitalists to exploit the workers economi- 
cally or to oppress them politically. But this is only one side of the 
coin. 

In practice, the position of the worker is not enviable, and in 
several respects it is in fact worse than under capitalism. In the latter 
case, the owner (the capitalist), employer (management) and 
legislator (the State) are usually different, so that the power over the 
worker is diffused and, furthermore, he has the legal, counteracting 
power of strike through his independent union. 

This contrasts with Socialism, and developments since the 
economic reforms have exacerbated the situation. 


1. THE OMNIPOTENT AND UBIQUITOUS SOCIALIST STATE 


Under the multi-party system typically prevailing in capitalist 
countries, the government can be unseated in democratic elections 
and the State can be sued for the infringement of the existing laws. But 


88 


TRADE UNIONS AND INDUSTRIAL DISPUTES 


in each Socialist country there isa mono-party system of government 
exercised by the Communist Party, through the Socialist State, with 
no legal opposition to unseat the government in democratic 
elections. 

The effective owner of the means of production is the State; the 
employer is the State; the manager is the State (through its appointee, 
the ‘director’); and the central planner (replacing the free market 
mechanism) is the State.!° The State is also the legislator, the enforcer 
of its own laws, aided by an extensive network of militia (police) and 
the powerful and overdeveloped secret police. 

The facts of life are that even though the system means well, in 
reality control over the means of production and political power is 
concentrated in the hands of a privileged elite, which has proved far 
from perfect. Thus in Poland, the country which has been in the lime- 
light ofindustrial strife, of the total population of 35,500,000 in 1980, 
the membership of the Polish Workers’ Party (the ruling Communist 
Party) was 3,000,000; of its Central Committee, 140 (plus 110 deputy 
members); and of its Political Committee (the real seat of power), ten 
(plus five alternate members). The Party and bureaucratic establish- 
ment, owing its posts, power and various privileges to the Communist 
regime, numbers about 220,000 or 0°9 per cent of the adult 
population. 

There are well-known violations of human rights — of freedom of 
speech, correspondence, press, association, peaceful demonstration 
and travel. Although these rights are usually guaranteed on paper, 
there is no machinery for their enforcement; the courts are not 
independent, and at any rate, the Socialist State is usually immune 
from legal actions by private citizens. 

The Socialist countries have pursued the policy of accelerated 
economic development, especially industrialization, at almost any 
cost. This has involved serious restrictions of current consumption 
and poor working and living conditions in general. By virtue of its 
extensive powers, the Socialist State is in a position to depress living 
standards well below the level that would naturally be determined in 
a free-market economy at particular stages of economic develop- 
ment. 

The policies of consumer austerity - marked by shortages, 
unexpected price increases, deplorable housing conditions, increas- 
ing work norms and long working hours ~ were in several cases in the 
past pushed beyond workers’ endurance and led to serious riots (see 
Sections C and D below). But the official trade union establishments 
do not protect or help the worker much. V. Bukovsky, a Soviet 
dissident (now in the West), revealed that in the USSR workers’ 
complaints that are reported to trade unions are in some cases handed 


89 


THE ECONOMICS OF SOCIALISM 


over by the latter to the KGB (the dreaded secret service organiza- 
tion).'' But even in Hungary, one of the most liberal Socialist 
countries, it was bluntly admitted by the organ of the Central Council 
of Trade Unions that the ‘unions often co-operate with management 
... toidentify troublemakers and recommend their dismissal ’.!2 


2. ECONOMIC REFORMS AND TRADE UNIONS 


The economic reforms since the early 1960s have made the Socialist 
countries in some respects more similar to capitalist market 
economies. The greater freedom of enterprises (or, rather, their 
management), emphasis on profit and efficiency, the reorganization 
of production and employment, a more sympathetic view of con- 
sumers’ preferences, some revival of private enterprise and a selective 
reactivation of the market mechanism — these are some of the reforms 
that need to be mentioned here. The reforms have introduced new 
elements into industrial relations and have made new demands of 
trade unions to protect individual workers. 

The decentralization of economic planning and management has 
given more power to local management and technocrats. The 
adoption of the profit criterion as the main indicator of enterprise 
performance has further strengthened the predisposition of managers 
to reorganize production and to reclassify and even dismiss workers. 
Managers are no longer merely reliable Party hacks but, increasingly, 
trained and experienced professionals, better equipped and more 
determined to pursue innovations and efficiency. 

Thus the interests of management and of the workers are not 
necessarily the same, and the industrial conflicts that now arise are, in 
fact, in several respects not unlike those in capitalist countries. Many 
workers see their union as a countervailing power which should 
genuinely defend their rights and claims against a powerful or indif- 
ferent management, the bureaucracy and even the State. 

The developments over the past decade or so suggest that the new 
functions selectively assumed by trade unions in the more liberal 
Socialist countries are, in fact, akin to their traditional role under 
capitalism. We shall examine some of these processes in the following 
pages. 


C. INDEPENDENT TRADE UNIONISM 


The most dramatic and far-reaching developments so far have taken 
place in Poland. But several other Socialist countries have not been 
immune to them either, especially Yugoslavia, the USSR, Hungary 
and China. 
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1. ‘SOLIDARITY’ IN POLAND 


Formally described as the ‘independent and Self-Governing Trade 
Union “Solidarity” ’ (Niezalezny Samorzadny Zwiazek Zawodowy 
‘Solidarnos¢’), this was established in the latter half of 1980. Its 
emergence was an outcome of long pent-up dissatisfaction and 
exasperation among Polish workers and social reformers. The 
immediate cause of its formation was the government’s announce- 
ment, on | July 1980, of sharp increases in the prices of food, ranging 
from 20 to 100 per cent; its momentum was sustained by prevalent 
shortages, the ineptitude of the government, the authoritarianism of 
privileged Party and bureaucratic elites and the disregard of human 
rights. 

Solidarity arose from the Inter-Factory Strike Committee (created 
on 16 August 1980 and based at the Lenin Shipyard in Gdansk), 
which co-ordinated strikes in the Gdansk region, inspired strike 
actions in other parts of the country and negotiated with the govern- 
ment. It formulated sixteen (later expanded to twenty-one) demands 
addressed to the government (not merely the employing entities), the 
most significant of which were: 


(i) free trade unionism, independent of the Party, and the 
abolition of administrative interference in trade union affairs; 
(ii) the right to strike; 
(iii) respect for the conventions of the International Labour 
Organization (ILO); 
(iv) the abolition of special shops and similar other privileges for 
the Party and security services; 
(v) the revision of censorship laws; 
(vi) the release of political prisoners; 
(vii) access for all religious denominations to the mass media 
(including the telecasting of church services); 
(viii) automatic wage increases to compensate for price increases; 
(ix) priority for supplying the domestic market over exports; 
(x) other industrial, economic and political demands, including 
far-reaching economic reforms. 


In the historic ‘Gdansk Agreement’ of 30 August 1980, the govern- 
ment accepted these demands ‘in principle’ and, with some qualifica- 
tions, promised to take appropriate steps in their direction. The 
creation of independent trade unions was legalized by a Decree of the 
State Council of 13 September 1980. To be legalized, such unions are 
required to submit their constitutions to, and register with, the 
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District Court in Warsaw. Accordingly, Solidarity made an applica- 
tion on 24 September, but the Court ruled that the submitted 
constitution must be supplemented with a clause on the ‘leading role 
of the Party’ in the union’s affairs. 

However, Solidarity raised objections to the clause, insisted on self- 
government and independence from any Party organization or state 
institution and appealed to the Supreme Court. In an appended 
supplement, Solidarity referred to the Conventions of the Inter- 
national Labour Organization on the freedom of association and the 
right to collective bargaining (Poland is a member of the ILO and has 
ratified both Conventions);'3 at the same time Solidarity recognized 
the leading role of the Party in the State, but not in Solidarity’s affairs. 

In the second historic landmark, on 10 November 1980, the 
Supreme Court upheld the appeal and ruled that the insistence on the 
Party’s supremacy in Solidarity’s affairs was unconstitutional and 
inconsistent with international treaties.'* By the end of March 1981 
sixty-six independent trade unions had been duly registered and 
legally recognized.'5 

It is worth pointing out here, as it may prove of significance in the 
future, that virtually all other Socialist countries are members of the 
ILO (Albania since 1967 and the D.P.R. of [North] Korea are 
exceptions). Up to January 1981 (in addition to Poland) Albania, 
Benin, Bulgaria, Cuba, Czechoslovakia, the German D.R., Hungary, 
Mongolia, Romania, the USSR, Vietnam and Yugoslavia had 
ratified Conventions 87 and 98, and China, Guinea-Bissau, Vietnam 
and the DPR of Yemen had ratified Convention 98. Of the 165 
sovereign countries in the world, 143 are members of the ILO, and of 
these 91 have ratified Convention 87 and 108 Convention 98. Of the 
capitalist countries, the democratic USA is conspicuous by not 
having ratified either Convention 87 or 98 (by contrast, in a sense 
paradoxically, with her rival, the authoritarian USSR, which has 
ratified both). 

Solidarity is organized, and operates, along democratic lines. The 
election of officials is by secret ballot, free from Party interference. 
The organization is a federation co-ordinated by the National 
Co-ordinating Commission of 107 members, headed by the 
charismatic figure of Lech Walesa.'® The federation is based on 
strong regional unions, found in all the major industrial centres in 
Poland. Each regional union includes a number of branch unions, 
linked by a clearly defined type of industry. The total membership of 
Solidarity is now 9°5 million (of whom | million happen to be Party 
members). It publishes its own newspaper (Solidarnosé, a weekly) 
free of censorship (the AFL-CIO of the USA donated printing 
machinery for the purpose). The State trade union establishment has 
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been virtually dismantled and its assets handed over to the 
independent unions. 

Solidarity has received whole-hearted support from intellectual 
dissident groups, espcially the Committee for Social Self-Defence 
(KOR, led by Jacek Kuron), and, from the start, there has been 
co-operation between them. These groups have provided legal and 
professional expertise and moral and publicity support in the 
domestic and the international forum and have added consistency 
and resoluteness to Solidarity’s pioneering actions and demands. 
Beyond anybody’s expectations, the two sides have strengthened 
each other’s position to mutual advantage. The authorities have 
endeavoured to drive a wedge between the two allies, but without 
significant success. 

Efforts have also been made to establish Rural! Solidarity among 
peasant farmers. By early 1981 it had had some 500,000 members 
(out of a total of 32m. private farmers). It embarked on a number of 
sit-ins and strikes protesting against discrimination against private 
farming (and the favouritism of state farms) and insufficient supplies 
of farming machinery, and it pressed for increased support of agri- 
culture, for religious instruction in schools, for the preservation of 
rural traditions and culture and for social benefits equal to those 
available to industrial workers. 

Rural Solidarity applied for registration on the grounds that its 
members were, in effect, State employees, as the State sets prices and 
conditions of delivery contracts. But in February 1981 the Supreme 
Court refused to recognize it as a trade union, as in its view the 
peasants were self-employed and consequently could not bargain as 
employees. However, in response to continued pressure from the 
dissatisfied peasants and in a third historic move, the government 
yielded and, on 17 April 1981, agreed to recognize Rural Solidarity as 
an independent union. 

The significance of the emergence of Solidarity in Poland can be 
summed upas follows: 


(i) It has arisen not among former capitalists or even intellectuals, 
but among the ordinary industrial workers, supposedly the 
very mainstay of Communist power. 

(ii) For the first time in the Socialist bloc, it has succeeded in bring- 
ing dissatisfied worker groups together to act collectively on a 
national scale against tremendous odds. 

(iii) It represents the first free, legal trade union movement under 
Socialism, independent of the Party and the State. 

(iv) It has successfully achieved the legality of strike action in a 

Socialist centrally planned economy. 
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(v) For the first time in the Socialist bloc, a close working relation- 
ship has been established between ordinary industrial workers 
and intellectual dissidents, to great mutual benefit. 

(vi) The official recognition of Rural Solidarity amounts to the 
admission that under Socialist central economic planning even 
the self-employed are, in effect, employees of the State, con- 
sidering the latter’s dominant powers over incomes, prices 
(agricultural and industrial) and other terms in mutual deal- 
ings. 

(vii) The movement has directly or indirectly succeeded in 
removing several top Party and government leaders from 
power, not to mention a large number of over-zealous and 
authoritarian local Party, police and bureaucratic bosses, who 
had abused their power.'’? This indicates that rulers can be 
unseated under Socialism, not through the ballot, in 
democratic elections, by the opposition, but by free organized 
labour using the instrument of the strike. 

(viii) Independent trade unionism has raised not only serious 
political questions, but also a fundamental economic problem: 
can a centrally planned economy - with its pre-determined 
targets and wage funds — function effectively in the context of 
strikes, unplanned wage increases and unscheduled improve- 
ments in other working and living conditions? This problem 
appears to be unresolved as yet. Its resolution would necessitate 
far-reaching liberal economic reforms to make planning more 
flexible and perhaps to reduce ambitious developmental pro- 
grammes in favour of substantial improvements in the current 
standards of living. 


It remains to be seen to what extent the Polish Communist regime 
and other Communist Parties in the Warsaw Pact, especially the 
Communist Party of the Soviet Union, are prepared to tolerate 
independent trade unionism. The existence and activities of 
Solidarity will certainly not be easy (if it survives at all). 


2. DEVELOPMENTS IN OTHER SOCIALIST COUNTRIES 


In most Socialist countries there have been attempts by groups of 
workers or dissidents at one time or another to create independent 
unions, but they have not been sufficiently successful to attain official 
recognition. Little precise information is available, as such 
occurrences are usually not reported through the public media, or if 
they are, deliberate distortions are common. But fragmentary facts 
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occasionally come to light in underground literature (such as the 
Samizdat in the USSR) and from private researchers and refugees. 

In Yugoslavia, with the development of workers’ self-management 
since 1950, trade unions have largely lost their function as ‘trans- 
mission belts’ for State policies and have assumed a more detached 
stand. Tito himself regarded unions as champions of workers’ rights 
and encouraged them to exert pressure on the government and 
management to protect workers’ interests. To this extent, strikes have 
been tolerated if directed against the inflexible and negligent 
bureaucracy and technocrats. But although the central body of the 
Confederation of Trade Unions of Yugoslavia may on occasions 
oppose certain government measures (such as price increases or the 
location of developmental projects), in no way does it intend to 
question the supremacy of the Party or the State in industrial 
relations. In the view of some specialists, such as C. A. Zebot of the 
USA, independent trade unions are feasible in Yugoslavia.'® 

In the USSR two recent atternpts are noteworthy. The Free Trade 
Union Association of Workers in the Soviet Union was created on 
the initiative of a Ukranian coal miner (V. Klebanov), and it existed 
from February to June 1978. It produced a Charter and appealed to 
the ILO for registration (which was rejected, on the grounds that it 
was not an official national organization). But its organizers were 
soon arrested and committed to psychiatric hospitals, or imprisoned, 
or exiled from Moscow. !9 

In October 1978, the Free Interprofessional Association of 
Workers in the USSR was formed. Its declared objective is the 
defence of the economic, social, religious and political rights of its 
members and possibly aid for other workers as well. Its Council of 
Representatives, representing at least two free trade unions, decided 
this time not to deal with the ILO but to apply for affiliation to the 
International Confederation of Free Trade Unions instead.?° 

However, the impact of the Soviet free trade unions has so far been 
minimal, limited only to dissident union organizers and intellectuals. 
The mass of the workers has been untouched and is not even aware of 
these developments. 

In Hungary trade unions have won the right to veto management 
decisions violating workers’ specified interests. The unions can also 
institute legal proceedings against persons or workplaces not observ- 
ing the labour code and collective agreements. 

There have been some interesting developments in China. Mao 
Tse-tung (noted for his fascination with peasants) was highly critical 
of trade unions and, unlike his rival Liu Shao-ch’i, wanted to reduce 
them to passive tools of the Party and the State. Mao often accused 
the unions of siding either with the local management or with the 
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workers. After 1957 trade union congresses were suspended (in force 
up to 1978), and during the Cultural Revolution (1966-9) the trade 
union organization was virtually wiped out. 

However, since April 1973 trade unions have been officially 
rehabilitated and the All-China Federation of Trade Unions (the 
central body) re-established, and the importance of the unions has 
been growing ever since. In early 1981 it was reported that workers in 
the industrial city of Wuhan (on the Yangtse River) had attempted to 
form independent unions, free from Party control, along Solidarity 
lines.2! This attempt was officially condemned, and it is not known 
how successful this or other attempts have been. 


D. STRIKES 


Although in Marxist ideology strikes are accepted as ‘one of the basic 
forms of the class struggle of the proletariat in capitalist countries,?? 
they are generally regarded as pointless and unacceptable under 
Socialism. First, it appears inconceivable ideologically that workers 
could strike against their own ‘workers’ state’, which no longer 
represents the bourgeoise or other exploiting classes. Second, as the 
workers own the means of production, including the entities in which 
they work, it would obviously be self-defeating for them to strike 
against themselves. Third, under central economic planning — with 
carefully laid-down targets and synchronized deliveries — strikes 
would disrupt production and supply processes, leading to a whole 
chain of reaction of unfulfilment. While a free market economy hasa 
flexible mechanism for coping with disruptions in production, a 
centrally planned economy is singularly vulnerable to and unfitted 
for facing, disruptive strikes. 

Communist leaders often stress that under Socialism, in contrast to 
capitalism, strikes are pointless, for the following reasons. 


(i) Managers do not own or control enterprises; the workers do 
-either directly (in the case of co-operatives) or indirectly 
(through the state). 

(ii) Wage rates are established not by the management of the work- 
place but by the appropriate State organs, on which employees 
are represented by trade unions. 

(iii) The length of the standard working day or week is regulated by 
labour legislation in the framing of which trade unions 
participate or about which they are at least consulted. 

(iv) Employees cannot be dismissed from their jobs unless consent is 
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obtained from the union concerned, and management is obliged 
to find alternative employment for the person discharged. 


It is, however, conceded that disputes may arise between 
individual workers and management. For this purpose, in each 
Socialist country there is a system of ‘labour disputes committees’, 
usually consisting of equal representations of management and the 
union (or plant, or workers’ committee) concerned. Appeals to other 
bodies and/or courts are also possible. But such important matters to 
workers as wage rates, standard working hours, redundancy pension 
entitlements and the allocation of factory housing are outside the 
competence of these authorities. 

Proceeding from the accepted facts outlined above, it is officially 
held that strikes simply cannot occur under Socialism, so that in none 
of these countries except the German D.R. is there legislation specifi- 
cally prohibiting strikes. But, with some exceptions, they are not 
explicitly sanctioned by law either. 

Strikes were legalized in response to the pressure from liberal 
reform movements in Hungary from October to November 1956, in 
Czechoslovakia from April 1968 to April 1969 and in Poland from 
October 1956 to April 1958 and since August 1980. In China the 
right to strike was written into the 1975 Constitution (Article 28) and 
reiterated in the 1978 Constitution (Article 45). 

Strikes of one sort or another have occurred in each Socialist 
country, even where they are (or were) explicitly or implicitly pro- 
hibited. Those which occurred in the past were, in almost all cases, 
short in duration and local in scope. In most cases they were not 
reported publicly, and in official investigations the descriptions 
‘work stoppages’, ‘work protests’, ‘workers’ meetings’, ‘production 
breakdowns’ or ‘bottlenecks’ were preferred (while the term ‘strike’ 
was applied to capitalism). The incidence of this type of strike has 
been highest in Yugoslavia and Poland, where since the mid-1960s 
the authorities have come to adopt a resigned attitude (especially in 
Yugoslavia). 

Thus in Yugoslavia in 1964-5 there were 504 ‘work stoppages’ 
involving 20,000 workers, and over the period 1973-7 over 200 in 
Slovenia alone.23 The Party views these strikes not as disloyal acts 
against the Socialist state but rather as local conflicts between 
workers and inflexible (or incompetent) managers or bureaucrats. 

But there have been more serious strikes, too, in protest against 
price increases and oppressive working and living conditions, with 
political overtones: for example, in Czechoslovakia, in Pilsen (1953) 
and Prague (1968); in the German D.R., in East Berlin (1956); in 
Hungary, in Budapest (1956); in Poland, in Poznan (1956), the Baltic 
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ports (1970), Gdansk, Radom and Warsaw (1976) and all major 
industrial centres 1980-1; in Romania, in Jiu Valley (1977); and in 
the USSR, in Novocherkask (1962), Ivanovo (1970) and Riga (1976). 
Most of them involved riots and violence. Thus in Gdansk in 
December 1970 the government sent armed units, including tanks, 
and the strikers were fired upon, in the course of which forty-nine 
persons were killed.?4 

But the longest, most widespread and most effective strikes that 
have ever taken place in any Socialist country so far were those in 
Poland in 1980-1. At one time or another they involved three- 
quarters of the country’s workers, who forced the government to 
agree to independent trade unionism, the legality of the strike and 
other important economic and political concessions. The warning 
four-hour stoppage of work on 27 March 1981, called by Solidarity in 
protest at police brutality against its members in Bydgoszcz, can be 
regarded as the first general strike in any Socialist country. 

Of all the Socialist bloc countries, Bulgaria, Cuba, the Democratic 
People’s Republic of Korea, Mongolia and Vietnam appear to have 
the most peaceful industrial scene. 


NOTES 


1 This role of trade unions was largely an element of the ‘militarization of labour’ 
during War Communism (1917-21). The idea was advanced by a Bolshevik 
military commander, M. V. Frunze, and was to some extent supported by L. D. 
Trotsky. Workers were paid mainly in rations rather than in money; they were not 
permitted to ‘desert their posts’, and they could be tried by a ‘labour courts- 
martial’; ‘shock brigades’ were posted to critical ‘labour fronts’ to achieve 
‘strategic’ production targets; and ‘labour victories’ were celebrated when the 
ordered targets were accomplished. 

2 V.1. Lenin, Collected Works, Moscow, Progress Publishers, 1965, vol. 32, pp. 
20-1. 

3 E.g. A. Shelepin, who was its chairman from 1967 to 1975, had previously been 
(1958-61) the chief ofthe KGB, the state security organization. 

4 Thus a Soviet source published in London pointed out that in the USSR there 
were seventy listed spheres in which management could act only with the consent 
of the union concerned, and there were, further, twenty listed areas which were the 
concern ofthe unions. Soviet Weekly, | Sept. 1979, p. 5. 

5 Or Profintern (a Russian syllabic abbreviation for Profsoyuznyi Internatsional, 
meaning the ‘Trade Union International’), a Comintern organization in existence 
from 1921 to 1937. 

6 Founded in 1949 asa reaction against the Communist domination of the WFTU. 
The ICFTU is based in Brussels, and it now comprises affiliated organizations in 
eighty-eight (all non-Socialist) countries, with a combined membership of 57m. 

7 Also based in Brussels, but subscribing to religious ideals. It was originally created 
in 1920 under the name of the International Federation of Christian Trade 
Unions, but its religious coverage has been broadened, and it assumed its present 
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name in 1968. It has affiliated organizations in seventy-five (all non-Socialist) 
countries, with a total membership of 20m. 

Soviet Weekly, | Sept. 1979, p. 5. 

Soviet News, London, 28 Aug. 1979, p. 273. 

To some extent, Yugoslavia ts an exception. Although the means of production 
are owned by the State, they are handed over to the Basic Organizations of 
Associated Labour (work entities) and managed by their members through 
Workers’ Councils which appoint (and dismiss) managers. The Yugoslavs call 
their system ‘workers’ self-management’ and contrast it with the authoritarian 
‘state capitalism’ prevailing in the Soviet bloc. 

A Chronicle of Human Rights inthe USSR, New York, Jan.—March 1977, p. 77. 
Munka (Work), Budapest, 3/1979, p. 1. 

The Conventions in question are: ‘Convention Concerning Freedom of 
Association and Protection of the Right to Organize’ (Convention No. 87, of July 
1948) and ‘Convention Conceming the Application of the Principles of the Right 
to Organize and to Bargain Collectively’ (Convention No. 98, of June 1949). 
Trybuna ludu (People’s Tribune), Warsaw, | 1 Nov. 1980, p. 1. 

Zycie gospodarcze, 29 March 1981, p. 2. 

Pronounced ‘Lekh Vahwensah’. Born in 1943, an electrician by trade, he worked 
for a time at the Lenin Shipyard in Gdansk. He was a strike leader at the shipyard 
in 1970-1, and later he was fired several times for union activities. He helped to 
organize a dissident trade union movement, in existence in the Baltic region in the 
late 1970s. For his union activities he was arrested (as he has said) ‘a hundred 
times’. He has always stressed that he is an ordinary worker, not a capitalist 
sympathizer or an intellectual (‘] haven't read a book in my life’). He is a man of 
impeccable integrity and of great courage, a patriot, a devout Catholic and a 
believer in social justice. 

Thus to give examples from the tumultuous period August 1980 to April 1981: E. 
Gierek (First Secretary of the Polish United Workers Party) removed in Sept. 
1980, replaced by S. Kania. E. Babiuch (Prime Minister) dismissed in Aug. 1980, 
replaced by J. Pinkowski, in turn replaced by W. Jaruzelski in Feb. 1981. T. 
Wrzaszczyk (Deputy Prime Minister) dismissed in Aug. 1980. J. Szydlak (chair- 
man of the official Central Council of Trade Unions, a Party hardliner without a 
trade union background worth talking about), together with several others, 
removed from the Political Bureau in Aug. 1980. In addition, several regional 
Party secretaries, provincial governors and police commissioners were removed 
from their positions at the insistence of Solidarity. 

C. A. Zebot, ‘Yugoslavia is Ready fora Polish-Style Upheaval’, New York Times, 
8 Sept. 1980, p. A18. 

V. Chalidze, ‘A Workers’ Movement in the USSR’, 4 Chronicle of Human Rights 
in the USSR, Jan.—March 1978, pp. 40-51; ‘Charter of the Free Trade Union 
Association of Workers in the Soviet Union’, ibid.. pp. 37-9. E. Nikolayev, ‘A 
Note on the Origin of the Free Trade Union’, A Chronicle of Human Rights in the 
USSR, July-Sept. 1979, pp. 10-11. 

‘Soviet Workers and Freedom of Association’, 4 Chronicle of Human Rights in 
the USSR, Jan.—March 1979, pp. 13-14; 4 Chronicle of Current Events, London, 
no. 51,1979, p. 186. 

Reported in The Australian, Sydney, 30 Jan. 1981, p. 4. 

Great Soviet Encyclopedia, New Y ork, Macmillan, 1975, vol. 9, p. 471. 

East Europe, 4/1967, p. 26; Ekonomska politika (Economic Policy), Belgrade, 22 
Aug. 1977, p. 7; Viesnik (Herald), Zagreb, 10 June 1978. pp. 18-19. 

One of the first acts of the free trade union Solidarity was to erect a monument in 
Gdansk to the victims of that tragic incident, as a reminder to the authorities in the 
future. The unveiling ceremony took place on 17 December 1980 (the decennial 
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anniversary), to which Party and government dignitaries had been invited. They 
accepted the invitation and attended the ceremony, thereby implicitly acknow- 
ledging the Communist government’s guilt at that time. 
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CHAPTER 8 


Employment, Earnings and 
Labour Productivity 


A. EMPLOYMENT 


In all Socialist countries all able-bodied citizens are expected to work 
and are guaranteed the right to work. This is called the twin principle 
of work, which is embodied in the Constitutions of these countries. Its 
first element indicates that, as labour is virtually the only legitimate 
source of personal income,!' there is a general civic obligation to 
work, or one may be treated as a ‘social parasite’ or a criminal. The 
second element implies that if a person is discharged from work, the 
last work entity is under obligation to find him alternative 
employment. It also implies that, as a rule, there isno unemployment 
benefit in these countries. Yugoslavia represents an exception, where 
the right to work, but not necessarily employment, is guaranteed. 

Although virtually all labour is employed in the socialized sector 
(State or co-operative), the private hiring of workers still exists in the 
private sector and domestic service, especially in Poland and Yugo- 
slavia. Thus in Poland in 1979 there were at least 195,000 privately 
hired workers (1*2 per cent of the total working population).? There is 
especially heavy taxation of incomes derived from hired labour, and 
employers are required to work together with their employees. 

Labour is less subject to directive planning than other facets of the 
Socialist economy. Economic planning, even of the centralized 
version, is compatible with individual freedom of choice of 
occupation and of place of work. This principle is now a rule in all the 
Socialist countries, though there have been some notable exceptions. 
In the USSR over the periods 1919-20 and 1940-56 there was con- 
scription of labour, or at least it was illegal to leave one’s place of 
work without permission under penalty of forced labour or imprison- 
ment. A mild sort of the direction of labour is represented by more or 
less coercive recruiting drives in the countryside for assignments to 
specified industries or services, which are common in most Socialist 
countries, and the ‘rustication’ (or ‘counter-urbanization’) campaign 
in China initiated by Mao Tse-tung in 1968. 

Professional people, especially new graduates of technical colleges 
and universities, may be assigned to particular places of employment 
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for between one and three years. The possibility of being directed to 
particular responsibilities anywhere in the country is implicit in 
membership of the Communist Party and of its youth organizations. 
The labour discipline code has been substantially liberalized since 
the mid-1950s, and labour turnover now appears to approximate that 
in Western countries. 

The Socialist countries have traditionally been committed to con- 
tinuous full employment, which is ensured at the central planning 
level bv appropriately high output targets designed to absorb all 
available labour. Unemployment, which under the preceding 
capitalist (or feudal) regimes had reached up to 25 per cent, had been 
eliminated in the USSR by 1930, in Eastern Europe by 1950 and in 
China by 1960. 

In fact, while the capitalist world has suffered from a persistent lack 
of job opportunities,} most Socialist countries have experienced 
increasing shortages of labour. Thus in the late 1970s unfilled 
vacancies constituted 2-3 per cent of total employment in Bulgaria, 
Czechoslovakia, Hungary and the USSR, and in Poland for every job 
seeker there were 20 vacancies.4 

As one would expect, the /abour participation rates in the Socialist 
countries are higher than elsewhere. This is due not only to the full 
(even over-full) employment but also to the absence of non-working 
owners of businesses, shares, bonds, patents and land. In the Euro- 
pean Socialist countries in 1978 the rate ranged from 47 per cent in 
Hungary to 52 per cent in Bulgaria. In the industrialized capitalist 
countries it ranged from 37 per cent in the Netherlands to 51 per cent 
in Sweden.°. 

The higher labour participation rates in the Socialist countries are 
also due to the relatively high proportion of wemen in outside work. 
Women in paid employment as a percentage of working-age females, 
as given ina Soviet source in 1975, wasas follows:® 


% % 
Czechoslovakia 83 Japan 53 
USSR 82 F.R. of Germany 52 
Bulgaria 74 France 43 
Romania 73 USA 40 
Poland 63 


Women are employed even in such capacities as truck drivers, 
carpenters, bricklayers, builders’ labourers, foundry workers and 
miners. This is regarded as evidence of the equality of the sexes. 

The concept of full employment under Socialism still lacks precise 
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definition. In the past it was generally assumed that the only un- 
employment that could be tolerated was the frictional type, which, 
owing to economic planning, should not exceed | per cent of the total 
workforce (compared with 2-3 per cent under free enterprise). How- 
ever, many economists, especially in Poland and Yugoslavia, have 
argued that optimal employment is, in fact, below maximum 
employment, as the latter may in fact lead to lower national income.’ 

Although ful! employment is a rule under Socialism, some 
exceptions must be noted. Unemployment has become a serious 
problem in Yugoslavia. Since the institution of ‘market socialism’ in 
the mid-1960s, unemployment has never been less than 265,000, and 
in 1980 it reached the record level of 800,000, or 12 per cent. If the 
700,000 or so Yugoslavs working temporarily abroad are included, 
then the rate was, in fact, 22 per cent.’ There is apparently consider- 
able hidden unemployment in enterprises and on farms, in the form 
of the precautionary hoarding of labour, and among dissidents and 
persons otherwise inconvenient to the authorities (especially in 
China, Cuba and the USSR). 


B. THE LEVELS AND STRUCTURE OF WAGES 


Although labour enjoys considerable freedom from directive 
planning, there is a high degree of centralization and control over the 
determination of wages. The total amount of wages to be paid and the 
production counterpart to support the wage fund depend on the 
division of the national income between accumulation and con- 
sumption and, further, of consumption between the ‘social 
consumption fund’ and the ‘wage fund’.? 

The trend in nominal wages in the European Socialist countries is 
shown in Table 5. The spectacular increases in Poland and Yugo- 
slavia in the 1970s are evident. The rise in the former was made 
possible largely by heavy borrowing from the capitalist world (see Ch. 
14 D), and in the latter it was necessitated by the officially conceded 
rampant inflation (256 per cent in the period 1970-8). At any rate, 
the Socialist data must be treated with caution. Officially, it is 
claimed that inflation in these countries (except Yugoslavia) is 
usually minimal (1-3 per cent p.a.), so that increases in nominal 
wages virtually indicate increases in real wages. However, it must be 
pointed out that the Socialist state (by contrast with the capitalist 
democratic government) is in good position to manipulate the bases, 
scope and methods of compilation of both prices and wages to 
produce the most desirable effects on paper. 
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Table 5 Average Nominal Monthly Wages in the European 
Socialist Countries, 1960, 1970 and 1978 
(in National Currency Units) 


Index 

Country Currency 1960 1970 1978 1978 
1960 

Bulgaria lev 78 124 156 200 
Czechoslovakia koruna 1,365 1,937 2,517 184 
German D.R.* DD mark 558 762 985 177 
Hungary forint 1,553» 2,152 35552 229 
Poland zloty 1,560 2,235 4,686 300 
Romania leu 802. 1,289 2,011 251 
USSR ruble 81 122 160 198 


Yugoslavia dinar - 1,177 5,099 - 


*including family allowances. 
—not available. 


Source. Rocznik statystyczny 1980 (Statistical Yearbook 1980), Warsaw, Central 
Statistical Office of Poland, 1980, p. 514. 


The overall occupational and industrial standard structure of 
wages is also centrally laid down. The degree of State control over the 
wage funds at the microeconomic level is smaller, although 
naturally there are national differences in this respect. In some of 
them (e.g. Bulgaria and the USSR) enterprises have less freedom in 
the division of profits and the payment of incentives, but the enter- 
prise wage fund is guaranteed. In others (as in Czechoslovakia and 
Yugoslavia) enterprises have more freedom but their wage funds are 
not fully guaranteed. 

The wage structure in each Socialist country today embodies 
considerable differentiation according to occupations, industries and 
regions. The aim is, first of all, to encourage greater performance. But 
in addition, in the absence of the direction of labour, wage differen- 
tials have to perform an allocative function. They are used to 
promote vertical (from less to more skilled jobs) and horizontal 
(between enterprises, industries and regions) mobility of labour, 
according to planned priorities. 

The weil-known Marxian principle ‘from each according to his 
ability, to each according to his needs’ was put into practice when the 
first Socialist State was established in 1917. But soon the effects 
proved disastrous, and on the initiative of Lenin the second part of the 
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principle was modified to ‘to each according to his work’. The Lenin- 
ist principle has been accepted ever since as being applicable to the 
transitional stage called the ‘lower phase of communism’, or ‘social- 
ism’, while the Marxian ideal is still considered valid in the long run 
under ‘full communism’. 

Wage differentiation reached its peak in the mid-1950s, when the 
ratio of wages between the most and least skilled workers was 4:1, 
which was higher than in most Western countries. However, since 
that time the gap has been gradually narrowed down to about 3:1, 
mostly by uplifting the wages of the least skilled workers (a similar 
trend can be observed in the developed capitalist countries). The 
earnings of managerial personnel, including those with professional 
training, are generally higher than those of the workers. 

The differences in standard pay rates, i.e. wages and salaries with- 
out bonuses, overtime, etc., among different occupations in selected 
Socialist and capitalist countries are demonstrated in Table 6. The 
pay spread is indicated by ratios, the wage of a foreman being taken as 
10. It can be concluded that the spread in most Socialist countries in 
a complex industry is 5:1. The spread is, of course, smaller in less 
complex industries and in those which rate lower priorities in overall 
development. In general, the pay spread is smallest in Bulgaria and 
Poland, where the regimes find it expedient to court the support of 
manual workers against the intelligentsia. ! 

All in all, the occupational structure of wage and salary rates in 
Socialist countries at present is not much different from that prevail- 
ing in the West, provided two exceptions are borne in mind. On the 
one hand, successful managers and professional people in large firms 
and persons with special skills in temporarily short supply earn 
relatively more in capitalist than in Socialist countries. On the other, 
in many capitalist countries there is no minimum wage legislation 
protecting the unskilled worker, while in Socialist countries there are 
laws to this effect (formally adopted or reviewed during 1956-7). 
Besides, the rule of ‘equal pay for equal work’ is applied in Socialist, 
but only exceptionally in capitalist, countries. This means that the 
lower deviation of wages from the average is greater in most capitalist 
countries.!! 

In addition to occupational pay differentials, there are also 
industrial differences. As one would expect, average wages are higher 
in those industries where higher skills are required and work is 
difficult. But in addition, the State fixes higher wages for industries or 
regions into which a flow of labour is required. Thus building, trans- 
port and industry have, as a rule, enjoyed higher wage levels than 
agriculture, unproductive services and trade. This is demonstrated in 
Table 7. 
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Table6 Differences in Maximum Standard Pay Rates in the Engineering Industry in the mid- 1960s 
(Pay rate ofa foreman = 1-0) 


. 
Position Bulgaria Czecho- German Hungary Poland Romania | France! UR? 
Slovakia ——D.R. 
General manager 1°8 29 1:9 21 1:9 2°0 29 2°3 
Chief engineer 1:7 2°6 1:9 1-8 by 19 2:5 - 
Production manager L:5 2°4 16 - 16 1°5 2°4 - 
Chiefaccountant 14 2:1 le} - 1-3 16 - - 
Department manager 15 19 1:3 1:4 - 15 1-7 1'5 
Finance section manager - - 1:2 - 1:3 1:3 - - 
Senior foreman 1-3 - 1:2 1:0 tl 11 ~ - 
Senior engineer 1] - - - 1:0 1:3 - - 
Legal adviser Lal - 15 - er 08 - - 
Engineer 1-0 1:5 tl 1-0 0-9 Il 21 - 
Foreman 1-0 10 1:0 10 1-0 1-0 1-0 1:0 
Personnel manager - - - - 09 1:0 14 0°8 
Economist 0-9 0-9 1:0 - 09 0°8 - - 
Technician 0°8 0-9 0-9 0-9 1-0 1:0 Il - 
Senior accountant 1-0 - - - 07 07 ~ - 
Experienced unskilled worker 0-9 0-9 0°6 - 0-8 08 04 0°7 
Accountant 0-9 - - 06 - 0°6 08 - 
Machine operator 0°6 06 0°5 - 0-4 0°5 - ~ 
Charwoman 0:5 0°5 - - - 0:3 03 04 


' Average standard pay in industry. 
? Average standard pay in industry in 1960. 


Sources. Based on: V. P. Gruzinov, Materialnoe stimulirovaniye truda v stranakh Sotsializma (Material Incentives to Labour in Socialist 
Countries), Moscow, Mysi, 1968, p. 154; United Nations, ECE, /ncomes in Postwar Europe, Geneva, 1967, Ch. 5, pp. 24, 28-9. 


Table 7 Differences in Average Wages According to the Major Branches of the Economy in Selected Socialist 


Countries in 1960 and 1977 
(National Average in each year= 100) 


Bulgaria Czechoslovakia Hungary Poland USSR 

Branch of the economy 

1960 1977 1960 1977 1960 1977 1960 1977 1960 1977 
Building and construction 123 117 111 112 106 108 114 114 115 119 
Transport 114 116 107 115 95 103 98 107 108 120 
Industry 102 103 105 102 103 97 109 106 114 112 
Agriculture 80 97 82 97 91 96 81 102 68 89 
Unproductive services 88 93 91 94 - 92 95 94 92 83 
Trade 85 88 83 86 90 87 85 83 73 75 


-notavailable. 


Source. Statisticheskii ezhegodnik stran-chlenov Soveta Ekonomicheskoi Vzaimpomoshchi 1978 (Statistical Yearbook of the CMEA 
Member Countries 1978), Moscow, CMEA Secretariat, 1978, pp. 404-6. 
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Traditionally, wages in agriculture were much lower than in other 
major branches of the economy — up to 50 per cent of those in build- 
ing and construction. But the serious neglect of agriculture in the past 
was recognized after the agricultural failures of the early 1960s. Since 
that time there has been a gradual improvement in the conditions of 
rural workers, especially in the more developed Socialist countries. 

The wage differences indicated in Table 7 refer to broad averages, 
hiding individual extremes. The authorities usually withhold data on 
such extremes, but occasionally some incomplete information comes 
to light. In Czechoslovakia, as officially conceded, in 1979 the 
average monthly wage was 2,600 korunas, but there were 2,442 
persons (0°05 per cent of the workforce) in full-time employment 
each earning 800 korunas or less per month, and 160, 941 persons 
(2°97 per cent of the workforce) whose earnings exceeded 5,000 
korunas.'? In China, from the new personal income tax scale adopted 
in September 1980, it transpires that annual incomes range from 
less than 800 yuan (on which no tax is payable) to more than 12,000 
yuan (subject to up toa 45 percent tax rate).!3 

In Bulgaria in 1968, when the minimum monthly wage was 55 
leva, some architects, sculptors and painters earned 2,500 leva (i.e. 
forty-five times the minimum wage.'* In the USSR loadings for 
occupational skill, regional conditions, the difficulty of the work, the 
effort of labour and the social importance of the job may total 8°48 
times the base rate (1-00).'> Outside this scale very high incomes are 
enjoyed by some top engineers, aircraft designers, actors, scientists 
and writers. In private conversations with Soviet academics, the 
author was told that some top-flight professionals were issued with 
bank books with unlimited drawing rights; this privilege, introduced 
by Stalin, isapparently not abused. 

Since the economic reforms there has been a tendency for the 
differences in personal earnings to increase as a consequence of the 
reinforcement of material incentives. We shall deal with this question 
next. 


C. MORAL AND MATERIAL INCENTIVES 


The problem of incentives in a Socialist economy is of a different 
order from that under capitalism, as there is practically no private 
ownership of the means of production, little private enterprise and 
virtually no unemployment (with the exception of Yugoslavia), 
while social security is very well developed and taken for granted. 
Socialist economists distinguish two types of incentives. 
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a. Moral incentives. The operation of these incentives is based on a 
worker’s social consciousness in contributing to society’s welfare, on 
his interest in his occupation, his sense of satisfaction from the work 
performed and pride in his status. Political appeals, slogans, boards 
and books of honour in factories, awards of pennants, badges, medals 
and orders and the holding of self-criticism sessions are well-known 
instruments utilizing these sentiments to spur workers to better 
production performance. 


b. Material incentives. These appeal to the materialistic cravings of 
the worker, and consist of rewards in money or kind according to the 
quantity and quality of work performed or economies achieved. In 
addition to the differentiation of standard wage and salary rates, they 
include individual and group bonuses or benefits out of special incen- 
tives funds. 


Marx, as well as Lenin, believed that after the overthrow of 
capitalism moral incentives would gradually assume an increasing 
role in spurring workers to greater effort. On the other hand, material 
incentives were considered by them to be essentially anti-social, a 
relic of capitalism that would wither away. Sixty years of experience 
in the Soviet Union has shown that this is far from truth in reality. 
The most radical element of the economic reforms in Eastern 
Europe, the USSR and China, is, in fact, the extension and 
strengthening of material incentives. 

In contradiction to Marxian and Leninist views, it is now widely 
held among Socialist economists that the higher the stage of the 
Socialist development, the greater should be the differentiation of 
earnings. In the early stage, soon after the Communist takeover, the 
incomes of the poorer classes must be raised to satisfy the most basic 
needs, while excessive consumption by others must be prevented; the 
purpose is to create both a healthy social atmosphere and a high rate 
of saving in order to forge ahead with industrialization. But in the 
advanced stage, marked by a changeover from extensive to intensive 
economic development, a wide scale of material incentives must be 
provided ‘if centralized planning, direction of labour and a decline in 
the rates of growth are to be avoided’. !® 

Fora long time in the past incentives were determined on the basis 
of the reaching and exceeding of planned quantitative targets. They 
were explicitly applicable to the management personnel, and they 
were implicity built into the wages of workers. The wages of manual 
workers were based mostly on piecework (i.e. according to the 
quantity of output produced). Under such a system enterprises 
tended to submit unduly low target proposals and then turn out large 
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quantities of output, irrespective ofits quality or prospective use. The 
stimulating effect on the individual members of the enterprise 
personnel was generally weak because the incentives were too small 
to make extra effort worthwhile. There was also a large number of 
‘specialized’ incentives to serve particular objectives, often in conflict 
with each other.!’ 

The new system of material incentives to labour is based chiefly on 
a ‘synthetic’ criterion, i.e. on enterprise profits. A part of the profits is 
channelled into the ‘material incentives fund’, which was described 
in a Socialist periodical as ‘an essential factor dynamizing the 
economic activity of the enterprises today’.'® A portion of the profits 
is also allocated to the ‘socio-cultural and housing fund’. The former 
fund is distributed to the enterprise personnel in the form of 
individual bonuses and the latter as group welfare amenities and 
services. 

The aim is to spur the management and workers not only to gener- 
ate greater output but also to reduce waste, improve quality and 
produce articles for which there is demand. There is an increasing 
departure from piecework wages in favour of time wages. Thus in the 
early 1950s over two-thirds of workers were paid by piecework rates, 
but the proportion in the late 1960s declined to only one-third 
-which is not very different from the practice in most Western 
countries. !9 

The size of material incentives has, asa rule, been increased. Under 
the old system, incentives generally constituted about 5 per cent of 
basic pay. The proportion today varies from one country to another 
and from year to year, but it typically ranges from 10 to 50 per cent. 
Some economists believe that under modern Socialism the optimum 
proportion should average between 30 and 40 per cent.?° 

The actual proportions, naturally, vary within each country 
according to different industries, occupations and responsibilities. 
For example, in Poland bonuses for managerial personnel may reach 
80 per cent of their basic pay, while in the case of the technical and 
economic staff the proportions usually are 15-20 per cent or even 
less.2' In Hungary managers can earn up to 80 per cent of their 
(already fairly high) base salary in bonuses, but ordinary workers only 
up to 25 per cent.?? Furthermore, in some countries, such as Bulgaria, 
Czechoslovakia, Hungary and Yugoslavia, not only incentive 
margins but also basic pay rates are dependent on enterprise perform- 
ance. For example in Hungary, the State guarantees only 75-80 per 
cent of the basic pay of management personnel, the balance 
depending on enterprise profits.23 

An incentive method of a kind is represented by the Shchekino 
Scheme. First introduced at the Shchekino Chemical Combine in the 
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USSR in 1967, it stimulates interested enterprises to greater 
efficiency by minimizing their employment. The wage savings 
achieved from retrenched workers (while maintaining or increasing 
production) are partly distributed to the remaining workers, who 
may receive up to 60 per cent of their standard pay in incentives.”4 
The scheme has also, to some extent, been adopted in other Socialist 
countries. 

The fact that workers’ total pay is dependent on enterprise 
performance produces problems not common ina Socialist economy 
in the past. It means that personal earnings fluctuate according to 
enterprise profits, and these vagaries are likely to be magnified as 
buyer’s markets develop. In capitalist countries divided profits are 
received either by rich people, who can easily absorb such fluctua- 
tions, or by those whose main source of income is salary. Moreover, 
they can spread the risk of fluctuations by owning shares in a number 
of companies. But a worker in a Socialist country is not in a position 
to spread his wage earnings risk. 


D. LABOUR PRODUCTIVITY AND 
WAGE INCREASES 


The relation between labour productivity and wages is considered to 
be one of the crucial issues under Socialist central economic 
planning. One of the traditionally accepted ‘laws of socialism’ is that 
the growth of the productivity of labour should exceed the rise in 
(real) wages. This is illustrated by the average annual rates of growth 
of labour productivity (LP) and real wages (RW) per worker in the 
European CMEA countries over the three five-year plan periods, 
1966-80. 


1966-70 1971-5 1976-80 (plan) 

LP RW LP RW LP RW 
Bulgaria 81 5:2 TD: 3288 77 31 
Czechoslovakia 575. 3%6 46 34 4°5 2°5-2°8 
German D.R. $0 42 5°93), 37 49 - 
Hungary Salt 3?S 62 34 5°4-5°7 2°7-3°0 
Poland 40 2:1 78 #72 59-61 3°0-3°4 
Romania 73 38 hy .341 8:°5-9°0* 3°44'] 
USSR 63 49 41 37 46 3-2 
*in industry. 


—Not available. 


Source. Economic Survey of Europe in 1976, Geneva, United Nations, 1977, Part I, 
pp. 101, 107. 
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This thinking found its extreme expression in China (and was also 
evident in Romanian practice) in the past under the name of the 
‘rational wage policy’ whereby wage increases were to represent no 
more than one-half ofincreases in labour productivity.?5 

In general, the growth of labour productivity tends to be faster in 
industry than in agriculture. But, naturally, under central economic 
planning the market mechanism is not allowed to translate it into 
faster increases in the former compared with the latter. Restraining 
wage rises for urban workers in relation to rural workers is considered 
to be ‘cementing the worker-peasant alliance’. 

The ‘law’ of planned slower increases in wages than in labour 
productivity has been subjected to criticism at one stage or another by 
different economists, especially since the economic reforms. If this 
‘law’ is applied consistently, then the share of consumption in 
national income would have to keep on declining instead of rising. 
This question has assumed new significance in the context of the 
changeover to ‘intensive growth’, as a result of which increases in the 
productivity of labour are almost wholly responsible for economic 
growth. 

The prevailing attitude to the problem is now as follows. In the 
earlier stages of the industrialization drive, increases in wages should 
lag behind the growth in labour productivity to provide a rising rate 
ofaccumulation. However, once this stage is over (which now applies 
to all European Socialist countries except Albania), from the macro- 
economic standpoint the growth of labour productivity should be 
matched by a proportional rise in wages. But this is not necessarily 
valid for each micro-unit, and as far as each enterprise is concerned 
the old law still applies in practice.2° There are two sources of the 
growth of labour productivity: 


(i) that within the power of the workers concerned, consisting in 
improved qualifications, greater intensity of application and 
better local organization of work; 

(ii) that external to the workers concerned, deriving from techno- 
logical progress, greater specialization and favourable natural 
developments. 


In the long run, factors external to the workers are a more 
important source of the growth of labour productivity. But this 
growth is not uniform. Some forms of production lend themselves to 
the application of technological advancement better than others. 
Besides, owing to State priorities, some branches of the economy 
benefit more from the allocation of investment than others. Thus 
even if workers were equally qualified and inclined to improve their 
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efficiency, labour productivity would not rise uniformly in all enter- 
prises. 

Now, if gains in labour productivity are achieved by the workers’ 
own exertion, then their wages should increase proportionally. But if 
such gains accrue independently of the workers’ effort, there must be 
no automatic increases in their wages. Instead, there should be a 
revision of norms and incentive payments to keep workers’ exertion 
at the same level as in other enterprises. 

Is this stand consistent with the now generally accepted principle 
that on the macroeconomic scale the growth of labour productivity 
should be passed on pari passu in wage increases? Yes, it is— provided 
that the resources saved as a consequence of the higher labour 
productivity deriving from external sources are devoted to: 


(i) general wage increases, so that all workers in the economy 
benefit, including those employed in the non-productive service 
industries; 

(ii) the reduction of retail prices of consumer goods and services; 

(iti) the expansion of social consumption provided free by the State. 


NOTES 


{ There are some exceptions, viz. social service benefits, interest on bonds and 
savings bank deposits (including those inherited), rents from subletting accom- 
modation, produce grown on personal plots, plus income from private enterprise 
where it is still tolerated, and remittances from abroad. 

2 Rocznik statystyczny 1980 (Statistical Yearbook 1980), Warsaw, Central 
Statistical Office of Poland, 1980, p. 52. 

3 Estimated registered unemployment in the capitalist world in 1980 totalled 75m., 
or 6 per cent of total employment, not to mention unregistered unemployment 
and underemployment. The official rates of registered unemployment in selected 
countries were: Australia, 6%; Belgium, 12%; Canada, 7%; Denmark, 7%; the F. 
R. of Germany, 4%; Ireland, 11%; Italy, 8%; Sweden, 1%; Switzerland, 5%; the 
United Kingdom, 8%; and the USA, 8%. United Nations Monthly Bulletin of 
Statistics, Jan. 1981, pp. 17-20. 

4 Magyar hirlap (Hungarian Bulletin), Budapest, 6 Sept. 1977, p. 7; Rocznik 
statystyczny 1980, p. 62; Trud (Work), Moscow, 7 July 1979, p. 2. 

5 Rocznik statystyczny 1980, p. 507. 

6 N. Shishkan, (‘Women’s Participation in Social Production’), Ekonomicheskie 
nauki(Economic Science), Moscow, 1/1975, p. 32. 

7 E.g. B. Fick, (‘Incentives and Disincentives Relevant to the Planned Optimization 
of Employment and the Wage Fund’), Finanse (Finance), Warsaw, 3/1969, p. 41. 

8  Statisti€ki godignjak Jugoslavije (Statistical Yearbook of Yugoslavia), Belgrade, 
Federal Statistical Office (different years). 

9 The wage fund may be further subdivided between ‘personal’ and ‘impersonal’ 
funds. the latter including benefits to the enterprise workers concemed in the form 
of group amenities. However, this division is usually determined not centrally but 
by the enterprise workers themselves. 


113 


10 


THE ECONOMICS OF SOCIALISM 


In an investigation carried out in Poland on the impact of the Communist regime 
on the earnings of manual and non-manual workers, it was demonstrated that in 
1960, as compared with 1937, the real earnings of the former were 45 per cent 
higher, while those of the latter were 25 per cent /ower; J. Kleer, (Observations on 
the Principle of Distribution’), Nowe drogi, 9/1968, p. 93. The egalitarian 
principle was applied to near extremes in Cuba and China. In the latter country, as 
a consequence of the ‘anti-economism’ associated with the Cultural Revolution, 
not only were pay differentials very small, but in addition managers of enterprises 
were expected to perform manual work periodically to ‘bring them closer to the 
masses’. However, since the late 1970s in both these countries wage differentials 
have increased considerably. 

Income disparities are, of course, much greater in capitalist countries, where about 
20 per cent of the national income is distributed in the form of rent, interests and 
dividends, mostly received by the upper-income groups. 

Statisticka rocenka Ceskoslovenské Socialistické Republiky 1980 (Statistical 
Yearbook of the Czechoslovak Socialist Republic for 1980), Prague. SNTL, 1980, 
p. 209. 

The China Business Review, Nov.—Dec. 1980. p. 46. 

Finansi i kredit (Finance and Credit), Sofia, 4/1970, pp. 32-3. 

Voprosy ekonomiki (Problems of Economics), Moscow, 12/1968, p. 57. 

Kleer, op. cit., p. 95. 

E.g., there were about fifty specialized incentives in use in Poland in 1960. See J. 

G. Zielinski, ‘Economic Tools of Plan Fulfilment’, Econ. of Planning, Vol. 4, no. 

3, 1964, p. 132. 

Zycie gosp., 29 Sept. 1968, p. 10. 

See B. Minc, Ekonomia polityczna socjalizmu (The Political Economy of 
Socialism), Warsaw, PWN, 1961, p. 429; Finanse. 4/1968, p. 45; United Nations, 

ECE, Incomes in Postwar Europe, Geneva, 1967,Ch. 5, p. 23: Ch. 8, p. 23. 

E.g. B. Fick, (‘Guidelines to the Perfection of the Incentive System’), Finanse, 
7/1968, p. 25. 

ibid., p. 24. 

Figyelé (Economic Observer). Budapest, 29 Oct. 1969, p. 3. 

Finanse, 9/1968. p. 62. 
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Land 


A. THE SOCIALIZATION OF LAND 


The nationalization, or socialization, of land' was advocated by 
many thinkers in the nineteenth century (such as David Ricardo, 
James Mill, Jules Guesde, Henry George) and even earlier, but it was 
Karl Marx who raised it to the rank of ‘social necessity’ and integrated 
it into an overall scheme for a new social order. In his view, the 
private ownership of land hindered progress in agriculture and was 
responsible for the existence and perpetuation of antagonistic social 
classes in the countryside (landowners, capitalists or tenants and agri- 
cultural labourers). 

Marx’s ideas were further elaborated upon by other communist 
writers, especially Engels and Lenin, and were put into effect when 
Socialist states came into existence. However, of the European 
Socialist countries, only the USSR socialized all land (in 1917).? In 
the remaining countries practically all non-farming land (forests, 
water resources, minerals, urban sites) has been socialized, but not all 
agricultural land — owing to a strong, traditional peasant attachment 
to the soil and the fact that the Communist Parties have been anxious 
to enlist the peasants’ support. However, in each country the regime 
has increased State holdings of land and has promoted collectiviza- 
tion by a variety of inducements and pressures, and the Party is 
committed to the socialization of all land in the long run. Socialized 
land is transferred to users free of charge, and it cannot be sold, 
pawned or re-transferred by them. 

The proportion of agricultural land in the socialized sector in the 
countries under consideration in the late 1970s was as follows: 


% 


USSR 100 
Mongolia 100 
Bulgaria 100 
Hungary 97 
German D.R. 95 
Czechoslovakia 95 
Romania 91 
Poland 25 
Yugoslavia 25 


Sources. Based on the statistical yearbooks of the countries concerned. 
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It may be observed that the proportion of socialized land in Yugo- 
slavia reached 22 per cent in 1951 and in Poland 23 per cent in 1955, 
but owing to the peasants’ pressure and the need to increase food 
production, some of the land was de-collectivized, so that the share 
was reduced to 14 per cent in each country.} However, socialization 
has been resumed, especially in the last decade, mostly by peasants 
voluntarily selling their land to the state or abandoning it. 

Socialized agricultural land is farmed as either ‘state farms’ or 
‘collective farms’. State farms (sovkhozes in Russian) are owned, 
managed and operated directly by the State, and those who work on 
them are paid wages. They are usually larger than collective farms, 
and they concentrate mostly on extensive farming or on experimental 
work. Although considered ideologically superior and receiving 
favoured treatment from the State, they are generally less efficient 
and less popular than collective farms.‘ 

Collective farms (kolkhozes in Russian) are the dominant type of 
socialized farming, except in Poland and Yugoslavia.> They are 
collectively owned, managed and worked by the members. Each farm 
has its own constitution and is headed by a chairman elected by the 
members. Remuneration of the members is based on the success of 
the farm and the quantity and quality of work contributed by each. 
Losses cannot, asa rule, be offset by State subsidies. 

The commitment of the Communist Parties to the socializa- 
tion of land and farming has been conditioned by several considera- 
tions: 


(i) The private ownership of land, as of other means of production, 
fosters acquisitive ambitions, which is contrary to the ideal of the 
‘communist man’ free of such anti-social instincts. 

(ii) At the time of the Communist takeover, in all these countries 
large proportions of land were concentrated in the hands of 
wealthy landowners, while the rural masses either had very 
small holdings or were labourers working for others. This only 
perpetuated semi-feudal relations, and, of course, landowners 
and richer peasants (called kulaks in Russian) could not be 
expected to support a Communist regime, so that land had to be 
taken away from them anyway. 

(iii) The land which was not in the hands of the larger landowners 
was farmed in small, inefficient holdings. The industrialization 
drive necessitated the release of peasant labour for the newly 
established and developing industries. This was feasible only if 
farms became larger so that they could be mechanized and 
operated by less, but specialized and trained, labour. Trans- 
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forming holdings into large State and collective farms made the 
task easier. 

(iv) The socialization of land and the formation of larger farms have 
also been considered highly desirable for the sake of the integra- 
tion of agriculture into the overall planned development of the 
economy. 

(v) In addition, several ideological considerations of a broader 
nature have also played a role. Accepting the principle that 
labour is the only legitimate source of personal income, only 
society as a whole is entitled to benefit from natural resources. 
Furthermore, individual peasant holders have a ‘petty bourgeois 
mentality’ (as Lenin put it). Large socialized farms make it easier 
for the Party to instil a new way of thinking in harmony with that 
ofthe industrial working class. 


B. THE PROBLEM OF GROUND RENT 


In his writings on land and value under capitalism, Marx treated 
ground rent as a part of ‘surplus value’ (like interest and private 
profit), unjustifiably appropriated by landowners and capitalists 
(tenant farmers) taking advantage of the monopoly of land ownership 
and differences in the productivity of land. He distinguished three 
forms of rent: 


(i) Differential rent 1 is based on natural differences in the quality of 
land, i.e. soil fertility and location with regard to climate and 
proximity to markets. 

(ii) Differential rent IJ derives from the differences in the 
productivity of land brought about by man-made improve- 
ments, 

(iii) Absolute rent is a consequence of the private ownership of land 
and ofa lower ‘organic structure of capital’ in agriculture than in 
industry.® 


Marx perceived two types of evil associated with the existence of 
rent in industrial societies. On the one hand, he looked upon rent as 
unwarranted income from the free gifts of nature and, as such, a form 
of exploitation of agricultural workers and society in general by land- 
owners and capitalists. On the other, he viewed rent as a drag on the 
modernization and growth of agriculture because not only does it 
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absorb tenants’ liquid resources and discourage land improvement 
but also (through higher prices) it reduces the demand for agricultural 
products. For these reasons Marx and other Socialist thinkers con- 
sidered the socialization of land essential under any social system. In 
such a case, under socialism absolute rent would cease to exist; 
differential rent would still occur but it would be absorbed by the 
State. Under communism not only absolute but also differential rent 
would disappear.’ 

Marx’s views on rent and the official Socialist policies based on 
them are a logical consequence of ideological subscription to the 
labour theory of value. Accepting the Marxian contention ‘the earth 
is not a product of labour and therefore has no value’ as valid,’ land’s 
contribution to production is not a cost, and thus land cannot receive 
remuneration. Rent has been regarded as a capitalist phenomenon-a 
form of distribution and exploitation. 

However, in practice there is ample evidence of land having value 
in Socialist countries. Except in the USSR, there is still private land 
ownership, and dealings in land take place not only among peasants 
but also between private and State sectors. The prices paid in these 
transactions are quoted in official publications, and they reflect 
differences in the economic quality ofland.? 

Similarly, the existence of differential rent is implicitly acknow- 
ledged officially by the administration of levies on the users of land, 
which take the form of: 


(i) differentiated land taxes;'° 
(ii) differentiated procurement prices payable by the State to farms 
(see Part C of this chapter); 

(i1i) differentiated turnover taxes on a given article produced in 
different regions payable by different enterprises (such as mines, 
timber-cutting undertakings) according to the degree of natural 
advantage. 


It is maintained that ‘the principle of the use of land free of charge and 
the principle of the appropriation of differential rent are by no means 
contradictory’.!! 

_ However, in the traditional preoccupation with rent as a distribu- 
tive category, Socialist authorities have not neutralized the 
differences in the income-yielding capacity of varying grades of land. 
The differential levies mostly intercept differential rent I, but a 
substantial portion of differential rent I] usually remains with the 
users of better land. The considerable disparities in income enjoyed 
by different persons working under different natural conditions, even 
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in a country like the USSR where land is nationalized, are well 
known.!2 

From the above discussion it should be evident that State inter- 
ception of differential rent is not based on a comprehensive and 
systematic plan. In most cases socialized users receive land free, and 
its use is not considered a cost. Consequently, such users as industrial 
enterprises, urban planning authorities and water-power and 
mining-development bodies have often appropriated unjustifiably 
large and fertile areas of land."3 

This wasteful utilization of land cannot be avoided as long as land 
is considered by planners to have no value and there is no rational 
basis for its valuation. However, attitudes to land economics have 
greatly changed in recent years, largely under the impact of economic 
reforms. Even many well-known Marxist economists, such as H. 
Cholaj of Poland and S. Strumilin of the USSR, advocate the pricing 
of land for the purposes of its optimum utilization. It is also widely 
accepted that differential rent should be applied on a systematic basis 
and treated by the users of land as cost, because rent is not merely a 
form of distribution but can have far-reaching, salutary allocative 
functions. However, it is commonly agreed that there is no justifica- 
tion for absolute rent under Socialism. 

As far as the rational basis for land valuation is concerned, it could 
be provided either by the market or by computational methods. 
Where land is socialized the former is impracticable,'4 but the latter is 
now considered feasible. Several schemes have been proposed, of 
which two deserve to be singled out here. 

Some economists, who are still firm believers in the labour theory 
of value, would establish the value of land by calculating the sum of 
man-made improvements incorporated in the land. Thus Strumilin, 
making calculations based on the cost of bringing virgin and fallow 
land in the USSR under cultivation, arrived at an average price of 177 
rubles per hectare for 1966, equivalent to sixty-three labour days; he 
also worked out adjustments for different qualities of land — e.g. for 
the Krasnodar Region (noted for very good soil) he produced a figure 
of 708 rubles per hectare.'° 

A more sophisticated and sounder approach has been advocated by 
the proponents of optimal planning. L. V. Kantorovich has proposed 
that the allocation of natural resources to different uses by planners 
should be governed by the coefficients (‘objectively determined 
valuations’) representing the relative contribution of different grades 
of land to the fulfilment of the optimal plan.'* A similar method has 
been put forward by V. Novozhilov, whose procedure consists in 
calculations of the ‘cost of forgone alternative applications of land’, 
orsimply opportunity costs.!” 
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Cc. PRICES OF AGRICULTURAL PRODUCTS 


There are two basic problems involved in the determination of 
agricultural prices: first, the level of such prices as a whole in rela- 
tion to the prices of industrial products and services and, secondly, 
the price structure, i.e. relations among different agricultural 
products. 

The pricing of land products in Socialist countries has always been 
governed by a curious mixture of different methods and criteria 
designed to serve particular objectives. Typically in the past, there 
were three types of price received by farms (for the same type of 
product): for compulsory deliveries to the State, for above- 
compulsory deliveries to the State, and for privately grown produce 
sold in local markets directly to consumers. Thus in Poland in 1966 
the prices in zfotys per quintal of wheat paid by the State on 
compulsory deliveries ranged (according to different districts) from 
221 to 236, and on above-compulsory deliveries from 358 to 376; the 
free-market prices obtained by peasants ranged from 398 to 485.!8 
But since the early 1970s there has been a tendency to abolish 
compulsory deliveries in favour of contractual agreements and 
incentives. 

In working out the delivery prices payable by the State, the cost of 
production on different grades of land is usually taken into account as 
only one of several factors. For example, in the USSR the cost of 
production of wheat ranges from 15 to 150 rubles per ton, but the 
State procurement prices payable diverge from the average by no 
more than 47 per cent.!9 

Under capitalism the prices of agricultural products are normally 
determined by production costs on marginal land. But under Social- 
ism, if the production cost is taken as a criterion, in accordance with 
the traditional opposition to marginal analysis, it is the average 
standard that is usually adopted. In practice, production cost is 
accepted on an average farm (which may not necessarily be situated 
on average land) in the region or district, plus a reasonable profit rate. 
The proceeds from differential rent imposed on the farms operating 
under better than average conditions are then meant to subsidize 
production on poorer land. Thus where this policy is consistently 
pursued, one would expect a lower level of agricultural prices than 
under capitalism. 

However, State pricing policies are also guided by certain social 
goals, irrespective of production costs. Such policies may be aimed at 
encouraging or discouraging particular types of primary production, 
or at the desired distribution of agricultural income between State, 
collective and private (‘individual’) farms, at a proper division of 
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national income between the countryside and towns, and at the 
provision of accumulation funds for the State. 

For some years now, there has been a tendency in all Socialist 
countries to discard price differentiation as a method for the inter- 
ception of differential rent by the State in favour of greater uni- 
formity. This is advocated on three major grounds: to simplify the 
financial management of farms and procurement agencies, to provide 
a sounder basis for the valuation of agricultural output and to 
facilitate a transition to planning in value terms. Differential rent 
can, instead, be absorbed easily by taxation, which is a sounder 
method. If differential rent is treated as a cost, then each farm, to 
maximize its own profits, will endeavour to apply each grade of land 
to the most appropriate use. 

The prices charged by the State to consumers bear little relation to 
differing production costs or the procurement prices paid to farms. 
The retail prices are naturally more uniform, and their main purpose 
is to preserve equilibrium in the market and, at the same time, a 
reasonable stability in the cost of living. 


D. THE POSITION OF AGRICULTURE 


On economic as well as ideological grounds, the position of agri- 
culture differs according to the stages of development of the Socialist 
economy. Until a high level of development is attained, agriculture is 
treated as the main reservoir to draw upon to accelerate industrializa- 
tion. Typically, this takes several forms: 


(i) The State procurement prices payable to farms are relatively low 
and differentiated according to natural conditions, so that 
practically all differential rent is absorbed by the State budget, 
not agriculture. In some cases such prices are below the farms’ 
production costs. 

(ii) Retail prices of food are maintained at fairly low levels to ensure 
a low cost of living for industrial workers. Similarly, industry 
benefits from cheap industrial raw materials, such as cotton, 
flax, oil seeds and skins. On the other hand, the prices of 
industrial consumer goods are subject to heavy turnover taxes. 

(iii) These tax receipts, together with a large portion of differential 
rent proceeds, are used mostly to finance investment in industry, 
while agriculture is neglected. Thus the proportions of total 
employment (E) and the total capital investments (CI) allowed to 
agriculture (including forestry) in 1960 and 1977 were as follows: 
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1960 1977 

% % 

Bulgaria E 56 26 
Cl 30 14 

Czechoslovakia E 26 15 
Cl 17 13 

German D.R. E 17 11 
Cl 12 1} 

Hungary E 39 22 
Cl 14 15 

Poland E 44 31 
Cl 31 17 

Romania E 66 35 
Cl 20 14 

USSR E 39 22 
Cl 13 21 


Source. Based on: Statisticheskii ezhegodnik stran- 
chlenov Soveta Ekonomicheskoi Vzaimpomoshchi 1978 
(Statistical Yearbook of the CMEA Member Countries 
1978), Moscow, CMEA Secretariat, 1978, pp. 135, 139, 
393-5. 


However, there has been a tendency in recent years to be less dis- 
criminatory against agriculture than was the case in the past. 

(iv) The most capable and younger people are attracted to industry, 
where conditions of work and living are generally better than in 
agriculture. 

(v) Agricultural incomes are not, as a rule, guaranteed by the State. 
Similarly, pensions are not necessarily provided from the State 
budget but have to be met out of the farms’ own resources, in 
accordance with the ‘self-supporting principle’. 


The discriminatory treatment of agriculture is reflected in the 
structural development of the Socialist economies — the rate of 
growth of agricultural output is only half the rate of growth of 
national income and only one-third of that of industrial output (see 
Table 4, p. 53). It may be observed that incomes in agriculture in 
Capitalist countries, even in the West, are also below those in 
industry, and agricultural output tends to lag behind industrial out- 
put too.”° But this is a result of microeconomic forces operating in the 
market, not an outcome of conscious State policies. 

In Socialist countries, the discriminatory treatment of agriculture 
has been a product of planned decisions made at the central 
level. This attitude can be explained by several factors. Faced with the 
urgent need for industrialization on the one hand, and the absence of 
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economic aid from capitalist countries on the other, agricul- 
ture becomes the obvious source of accumulation. The rural masses 
had been used to low income levels even before the Communist 
takeover, and the urban working class (constituting the backbone 
of the Communist Party) can be expected to have less sympathy for 
individualistic and ‘petty bourgeois’ peasants than for industrial 
workers. 

However, the agricultural failures which prevailed in Eastern 
Europe in the early 1960s demonstrated that continued neglect of 
agriculture was, in fact, producing disastrous effects on the economy 
as a whole. Valuable hard currencies had to be spent on large imports 
of grain, ironically mostly from industrialized capitalist countries 
(Australia, Canada, France, the USA), and imports of industrial 
equipment had to suffer correspondingly. Moreover, in the higher 
stages of development, Socialist economies can afford to accord 
better treatment to agriculture. 

Since the early 1960s higher shares of investment have been 
allowed to agriculture, and many industries catering for the needs of 
agriculture (such as agricultural machinery, fertilizers, food process- 
ing) have been assigned higher priority. Virtually all Socialist 
countries have abolished compulsory deliveries to the State. 

Furthermore, the level of incomes in agriculture has been 
gradually raised, not only absolutely but also in relation to industry. 
This process, the beginning of which goes back to the mid-1950s, has 
proceeded along four lines: increases in procurement prices payable 
by the State, some reduction in the prices of industrial goods 
purchased by agriculture,?! a liberalization of personal plot farming, 
and some reduction of the direct tax burden on collective farms. 

Even in the countries where over 90 per cent of agricultural land is 
socialized (Albania, Bulgaria, China, Czechoslovakia, the German 
D.R., Hungary, Mongolia, Romania, the USSR), 2-9 per cent of that 
area is now privately cultivated for personal gain. Personal plots 
alone now produce the following percentage shares of the gross agri- 
cultural output: Czechoslovakia 11, Mongolia 20, the USSR 25, 
Hungary 33 and Bulgaria 38. In the USSR, where they occupy only 
1:5 per cent of the farming land, they contribute 20 per cent of all 
wool produced, 30 per cent of milk, 30 percent of meat, 35 per cent of 
eggs, 40 per cent of fruit, 55 per cent of honey, 60 per cent of potatoes 
and 90 per cent of rabbit skins.22 The proportion of the collective 
farmers’ income derived from personal plots is about 26 per cent in 
the USSR, 28 per cent in Bulgaria and 40 per cent in Hungary.?3 The 
official long-run goal is to eliminate completely differences in 
incomes and conditions of life between country and town.*4 This 
ideal is enshrined in the concept of agrotowns.?5 
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Table8 The Changing Role of Agriculture 


Agricultural Employment 


production as in agri- Rural Urban 
Country Year apercentage  cultureas  popula- popula- 
oftotal apercentage tion} lion 
material oftotal 
production! employment 
Bulgaria 1950 43 80 72 28 
1965 13 45 53 47 
1977 18 26 40 60 
Czechoslovakia 1950 16 39 49 51 
1965 12 21 39 61 
1977 9 15 33 67 
German D.R. 1950 182 23 30 70 
1965 16 15 27 73 
1977 10 11 24 76 
Hungary 1950 25 54 63 37 
1965 24 30 50 50 
1977 16 22 48 52 
Poland 1950 262 57 64 36 
1965 23 39 50 50 
1977 16 3] 43 57 
Romania 1950 35? 74 75 25 
1965 28 57 62 38 
1977 17 35 52 48 
USSR 1950 22 48 61 39 
1965 23 31 47 53 
1977 17 22 37 63 
United Kingdom 1950 8 5 21 719 
1965 4 2 23 77 
1977 4 2 28 72 
USA 1950 7 13 36 64 
1965 4 6 25 75 
1977 4 5 24 716 


' Forestry is included in all cases as part of agriculture. Material production (in the 
case of both the Socialist and capitalist countries) excludes non-productive services. 
Owing to the peculiarities of the Socialist valuation, agricultural production is under- 
stated (especially in relation to industrial production), but this undervaluation was 
smaller in 1977 than in 1950. 

2 In 1960. 

> Population living in areas classed as ‘rural’ (as distinct from “urban’), irrespective of 
occupation or employment. 


Sources. Yu. N. Beliayev, Sblizhenie i urovnei ekonomicheskogo razviliya 
Sotsialisticheskikh stran (Gradual Levelling off of the Economic Development of 
Socialist Countries). Moscow, Mysl, 1967, p. 84; Statisticheskii ezhegodnik ... 1978, 
Pp. 14,41, 393-5: statistical yearbooks of the countries concerned. 
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Owing to rapid industrialization, the role of agriculture in Socialist 
economies has been declining. This is reflected in the falling 
proportions of the population living in rural areas and of employ- 
ment in agriculture and agricultural output, as shown in Table 8. 
However, in spite of these changes, the place of agriculture is still 
important in all Socialist countries (with the possible exception of 
Czechoslovakia and the German D.R.), if we make comparisons with 
the highly developed capitalist countries. Taking the European 
Socialist countries as a whole, two-fifths of the population still lives 
in rural areas, one-third is employed in farming, and agriculture 
contributes one-fifth of total material production. 


NOTES 


1 Although the terms ‘nationalization’ and ‘socialization’ are often used inter- 
changeably, the former is normally associated with a piecemeal process with 
compensation, while the latter implies no compensation for previous owners. 

2 Land nationalization has also been carried out in Mexico, Mongolia and Burma. 
In Israel over 90 per cent of land is owned on acommunal basis. 

3 B. Struzek, Rolnictwo europejskich krajow socjalistycznych (Agriculture in the 
European Socialist Countries), Warsaw, PWRL, 1963, p. 125; Rocznik 
Statystyczny 1960 (Statistical Yearbook of Poland for 1960), p. 191. 

4 E.g. in Poland, more than one-third of the State farms regularly incur deficits, 
which have to be met by State subsidies constituting about 20 per cent of their 
gross agricultural output. Zycie gospodarcze, 20 April 1969, p. 8, and 15 June 
1969, p.9. 

5 E.g. they occupy three-quarters of the agricultural land in Bulgaria, Hungary and 
Romania, but only | percent in Poland. 

6 The phrase means the ‘capital—labour ratio’. Owing to private control over land, 
the amount of capital equipment per worker is lower in agriculture than in manu- 
facturing, so that the profit rate is higher in agriculture. The excess of profit eamed 
in agriculture over the average rate in industry constitutes absolute rent (for details 
see K. Marx, Capital, Moscow, FLPH, 1959, Vol. III, pp. 740-6). Modern 
Socialist writers on the subject maintain that in the developed capitalist 
economies of today agriculture is no longer under-capitalized, so that absolute 
rent has disappeared in such countries. See M. Mieszczankowski, Teoria renty 
absolutnej (Theory of Absolute Rent), Warsaw, PWN, 1964, pp. 140-4, 305-9, 
410. 

7 Marx, op. cit., Part IV, esp. Ch. XLV. Also see, K. Marx and F. Engels, Selected 

Works, Moscow, FLPH, 1951, Vol. I, p. 50; K. Marx and F. Engels, Letters to 

Americans, New York, International Publishers, 1953, pp. 127-9, 288-9; V. I. 

Lenin, Selected Works, London, Lawrence & Wishart, Vol. XII, pp. 308-10, 321. 

K. Marx, Capital, op. cit., Vol. III, p. 608. 

E.g. in Poland the average price of one hectare of arable land in 1966 was 26,000 

zlotys (or 80,400 quintals of rye), with regional variations ranging from 16,000 to 

42,000 z. If a socialized enterprise erects buildings on private land, it has to pay 

from 2,000 to 36,000 z. per hectare in compensation according to the classifica- 

tion of the land. Rocznik statystyczny 1967, p. 252; H. Cholaj, Cena ziemi w 
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rachunku ekonomicznym (The Price of Land in Economic Accounting), Warsaw, 
PWE, 1966, p. 280. In Yugoslavia compensation for private land taken over by the 
State or other users is determined by arbitration. 

E.g. in Czechoslovakia the tax rates vary from 0 to 930 korunas per hectare accord- 
ing to 145 natural conditions officially acknowledged as relevant to agricultural 
production. In the USSR, the charges range from 0:4 to 1-8 kopeks per square 
metre of land according to the six regions into which the country has been divided 
for the purpose. Finanse, 12/1967, pp. 64-5; D. A. Allakhverdyan (ed.), Soviet 
Financial System, Moscow, Progress Publishers, 1966, p. 222. 

A. Tsagolov (ed.), Wyklad ekonomii politycznej (Textbook of Political 
Economy), Polish edn, Warsaw, KiW, 1965. Vol. Il, p. 332 (emphasis in the 
original). 

E.g. it was estimated that in Czechoslovakia differential rent constituted 3-35 per 
cent of agricultural income (disregarding subsidies), and in practice up to I5 per 
cent ofthe rent is retained by better farms. Ekonomista, 2/1968, p. 467. 

E.g. Soviet economists have estimated that losses caused by trrational use of land 
in the location of buildings alone in the USSR amount to | 000m. rubles annually, 
or no less than 0°5 per cent of the Net Material Product (quoted trom Cholaj, op. 
cit., p. 158). 

But the supporters of market socialism, inspired by the ‘competitive solution’ put 
forward by Oskar Lange in the 1930s, believe that creating competition on the 
demand side for land would provide sufficient information for central planners to 
establish and maintain a rational structure of rents by the ‘trial and error’ method. 
See reference 18 at the end of Ch. 10. 

S. Strumilin, (“Valuation of the ‘“‘Free Gifts” of Nature’), Voprosy ekonomiki, 
8/1967, pp.61-S. 

See his tables and discussion of the alternative uses of land for wheat, barley and 
oats. L. V. Kantorovich, The Best Use of Economic Resources, Cambridge, Mass., 
Harvard U.P., 1965, pp. 92-108. 

V. V. Novozhilov, (‘The Law of Value and Price Formation’), in Problemy 
primeneniya matematiki v_ sotsialisticheskoi ekonomike (Problems of the 
Application of Mathematics to Socialist Economics), Sbornik II, Leningrad, 1965, 
esp. p. 19. 

Rocznik statystyczny 1967, pp. 361, 363. 

I. Lukimov, (‘Agricultural Production and Prices’), Kommunist, 4/1968, p. 65. 
E.g. see United Nations, ECE, Incomes in Postwar Europe, Geneva, 1967, Ch. 5, 
p. 16. 

In the USSR for a long time agricultural prices were held stable, while the prices of 
industrial products were being gradually increased. Thus a collective farm, to buy 
one ZIS-5 truck, had to sell the following quantities of wheat in different years: 
1940, 99 tons; 1948, 124 tons; 1949, 238 tons; 1955, 55 tons; 1968, 20 tons. 
Kommunist, 4/1968, p. 68. 

Voprosy ekonomiki, 7/1978, p. 118. 

Zycie gospodarcze, 29 Oct. 1978, p. 12. 

E.g. see The Road to Communism, Documents of the 22nd Congress of the CPSU, 
Moscow, FLPH, 1961, pp. 522-32. 

This term was first used by N. S. Khrushchev in 1949. The scheme consists in the 
transformation of agricultural settlements into blocks of flats with all the modern 
amenities normally available in urban areas. Although this idea has often been dis- 
cussed, there has been little response from the central authorities in practice. 
However, in 1968 an ambitious experiment was initiated in the USSR in the Orel 
Region, whereby in twelve to fifteen years the 4,168 villages are to be replaced by 
960 modern urban communities. The scheme is partly financed out of the State 
budget (reported in Soviet News, Soviet Embassy in London, 14 Jan. 1969, p. 22). 
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Pricing 


The problem of pricing in a Socialist economy is of a different order 
of magnitude from that under capitalism. It is certainly more 
complex and controversial. Pricing is not merely a question of 
economics but also one of ideology and politics. Being a value 
category. price cannot be disassociated from labour, ideologically the 
only source of value. And yet if pricing is to achieve social objectives, 
prices must deviate from the amount of labour embodied in 
particular goods and services. Pricing is also the most important 
nerve centre on social grounds. In fact, at one stage in the USSR 
economists were forbidden to discuss the principles of price 
formation because, as Molotov warned in 1938, ‘prices concerned 
politics not economics’.! 

The views widely held in capitalist countries, that Socialist prices 
lack rationality and that under central planning the role of prices is 
reduced to insignificance, are grossly misleading. Although prices do 
not determine the allocation of resources to the same extent as in a 
market economy, in all other respects they play a vital role: they are 
actively used as an instrument of economic and social policies, and as 
such they have a rationality of their own. In this chapter we shall 
examine the law of value, the institutional framework for price deter- 
mination, the two-tier (producers’ and retail) prices, price stability 
and flexibility, and we shall conclude with a discussion of optimal 
prices. Specific aspects of prices are considered elsewhere in this book 
(see Chs 1 B,3C,9C,11D,14Cand 15D). 


A. THE LAW OF VALUE 


The law of value is the Socialist doctrine of prices. It was first 
formulated by Marx (who drew heavily on the writings of D. Ricardo 
and other early classical economists). The operation of this law in a 
Socialist economy was officially denied in the USSR up to 1941, and 
it was treated as a peculiarity of capitalist production and distribu- 
tion. Then in the following decade it was held that the law functioned 
under Socialism but in a limited ‘transformed manner’. This view 
was passively accepted also in other Socialist countries after World 
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War II. In his last work, published in 1952, Stalin criticized the 
existing view and pointed out that if an economic law operates, it 
does so ‘objectively’, irrespective of human will. But he restricted the 
functioning of the law of value to the sphere of private consumption, 
i.e. the retail prices of consumer goods should be determined accord- 
ing to the conditions of supply and demand. 

Following the growing liberalization since the mid-!950s, there 
has been a veritable outburst of writings on the law of value in all 
Socialist countries. The arguments advanced vary enormously, 
ranging from a complete rejection of the law to its enthusiastic 
acceptance, extremists on both sides eagerly enlisting suitable 
quotations from Marx in support of their views. However, most 
writers adopt varying degrees of compromise, also quoting the 
ultimate authority. Marx’s writings, like the Bible and history, are 
exhaustive enough to provide believers with proof to support any 
arguments, however extravagant and contradictory they may be. 

There are three problems inherent in the law of value under Social- 
ism: 


(i) How should value be determined? 
(ii) How should price be determined? 
(iii) Should the law of value determine the allocation of resources? 


We shall examine the content of the law by answering these 
questions. 

The Socialist concept of value is steeped in the Marxian labour 
theory of value. According to this view (shared by some early classical 
economists), value is determined by the amount of ‘socially necessary 
labour’ (i.e. efficient labour operating under normal conditions) 
embodied in the article in question. The Marxian formula for value is 
as follows: 


CH+HVtTS, 


c=constant capital (materialized labour); 
v=variable capital (wages); 
s= surplus value, or surplus product.? 


If s is proportional to constant and variable outlays combined, the 
category so obtained is called the ‘production price’. 

The traditional Marxian approach virtually denies the role of 
demand in the determination of value. The idea of marginal utility is 
rejected because it is in conflict with the assumption that value is 
objectively determined by the labour content, not by subjective 
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valuation depending on the amount used. The majority of Socialist 
economists now believe that pricing should be based not on ‘value’ 
but on ‘production price’, because only the latter reflects social cost 
and is thus more conducive to efficiency. 

In practice, little attention is paid to either ‘value’ or ‘production 
price’. Price setting is influenced by practical needs to achieve a 
variety of objectives. In the past, when allocating resources to 
different uses central planners usually disregarded prices altogether 
(under the system of material balances), and the programming prices 
now being developed are in obvious contradiction with the Marxian 
labour theory of value (see Part E of this chapter). The existence of the 
two-tier price system already indicates that there is no one uniform 
criterion for pricing, and indeed a particular product may have a 
dozen or more different prices according to its use or the specific 
objective to be achieved. 

Under planned economic conditions of the Socialist type, value 
(i.e. prices) cannot be allowed to determine the allocation of 
resources. Major structural proportions, such as those between con- 
sumption and accumulation, or between different types of industries, 
are determined directly, largely on political grounds. In crucial 
spheres the law of value is overridden by the ‘law of planned 
proportional development’. In fact, prices themselves may be set at 
such levels as to promote the desired production or consumption 
patterns (‘target pricing’). 

However, the law of value does function in the microeconomic 
sphere, and the recent economic reforms have greatly extended its 
scope. ‘The law of value’, a Soviet economist pointed out, ‘reflects the 
most effective ways and means for the development of Socialist 
production and the achievement of the greatest possible effects with 
the lowest possible outlays.”3 The same writer observed that, in 
contrast to capitalism, there is no need to fear adverse effects of its 
operation. Owing to the public ownership of the means of production 
and the planning of development and prices, the law of value cannot 
operate spontaneously to produce disruptive effects. 


B. THE INSTITUTIONAL FRAMEWORK 
FOR PRICE DETERMINATION 


The actual formation and structure of prices in each Socialist country 
are not a product of one comprehensive and consistent model, but a 
consequence of historical development and partial reforms, carried 
out at different times and influenced by ad hoc social and economic 
considerations. 
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As is well known, Socialism attaches fundamental significance to 
the distribution of national income not only between different social 
groups and persons but also between current consumption and 
accumulation, between different branches of the economy and 
between different regions. In this process, prices, like wages and 
social services, are manipulated to perform distributive functions. 

The overall price policy is laid down in each Socialist country by 
the Council of Ministers, which shows how much importance is 
attached to pricing. The Council’s powers include: 


(i) laying down general principles and procedures to govern price 
determination; 
(1i) defining the functions of different price-setting bodies; 
(iii) fixing the prices of products and services of key importance. 


The responsibility for the administration of pricing otherwise rests 
with the State Price Planning Commission, which is empowered to 
issue directives, regulations and recommendations to subordinate 
bodies. It co-operates closely with the State Planning Commission on 
the one hand, and with various ministries on the other. The 
ministries, before they submit price proposals to the Price Planning 
Commission, study the data supplied by branch (or economic, or 
industrial) associations and regional price committees, each of which 
is in constant communication with producing and trading enter- 
prises. 

Although the price policy is still centralized in each country, there 
has been considerable decentralization of price-setting functions in 
most of these countries (least in the German D.R., Poland and 
Romania) associated with the recent economic reforms. The prices 
of the most important raw materials and consumer goods sold in 
retail markets are still fixed centrally, partly by the Council of 
Ministers, partly by the State Price Planning Commission. But other- 
wise a large number of prices is now negotiated by enterprises in 
accordance with the rules and procedures handed down by superior 
authorities. For example, in Hungary about two-thirds and in the 
USSR about one-third of industrial producers’ prices are now 
determined in this way. In addition, the prices of certain listed articles 
may be allowed to move within set ranges or to be freely determined 
in the market (see Part C of this chapter). 

On present indications, it appears that the existing institutional 
set-up will be preserved in all these countries for some time at least. 
But there will be a tendency to free larger proportions of retail prices 
from central control, while the planning, or ‘programming’, of prices 
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(see Part E of this chapter) will be computed centrally on a systematic 
basis. 

It must be pointed out that the recent concessions granted to 
certain bodies and even to enterprises and consumers, to set or 
influence prices at the microeconomic level, do not impair the 
centralized price policy. Such concessions are still extended on a 
planned, selective basis, and, as Czechoslovakia’s recent experience 
shows, items can be removed from the free lists and controls 
reimposed as soon as undesirable tendencies appear.* Even in Yugo- 
slavia most prices are still subject to controls. 


C. PRODUCERS’ AND RETAIL PRICES 


An important peculiarity ofa planned economy of the Socialist type 
is the existence of a two-tier price system — the prices paid to the 
producers by the State and the prices paid by consumers for retail 
goods. The disparity between the two categories of price is sub- 
stantial, and it cannot be explained merely by commercial margins 
and the fiscal needs of the State. Each set of prices is, in fact, largely 
independent of the other, and each is determined and modified 
according to different criteria to achieve different objectives.® 

Before we consider each of these prices, to avoid the terminological 
confusion common in the West, we must examine their component 
elements (see Figure 3). 


retail margin 


turnover tax 


retail 
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Figure3_ Component Elements of Producers’ and Retail Prices 
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Although in the past, wholesale prices of consumer goods were 
usually calculated before turnover taxes, this is no longer a general 
rule. If we specifically mean the prices obtained by producing enter- 
prises or farms, it is more correct to use the designation ‘producers”’ 
(or ‘factory’) prices. In the case of the goods whose wholesale prices 
do not include turnover taxes and wholesale margins, which applies 
to most producer goods, wholesale and producers’ prices are 
identical. 

Producers’ prices are those received by producing enterprises 
(including farms) from other producing enterprises (in the case of 
producer goods) and from wholesale trading entities (in the case of 
the goods channelled for consumption). These prices are set at such 
levels as to regulate production and to create favourable conditions 
for the fulfilment of the production plan. The price of each article is 
normally set at the cost of the average enterprise in the industry, plus 
a profit mark-up which in the past usually represented 3-5 per cent of 
the enterprise’s average prime cost but now generally averages [0-15 
per cent of the enterprise’s average total cost.° This means that the 
differentiated charges levied on the more favourably placed enter- 
prises are meant to subsidize sub-average enterprises. 

In the case of some articles, producers’ prices may be set below 
average production costs, so that the industry as a whole operates at a 
loss, described as a ‘planned loss’. For example, before the 1964-6 
industrial price reform in the German D.R., the planned loss in the 
rolled products industry amounted to 55 percent, and in fuels mining 
45 per cent, of total costs.’ One of the reasons for maintaining the 
prices of producers’ goods at relatively low levels in the past was to 
encourage the substitution of capital for labour, as according to 
traditional thinking, labour is the only factor of production that can 
be considered scarce. 

Where producers’ prices are centrally fixed, they usually remain 
unchanged for about five years (and often longer in the past). As costs 
do not normally remain unchanged in the meantime, the profitability 
patterns of different industries and enterprises may change sub- 
stantially before the next price reform. It should be realized that the 
short-run responsiveness of enterprises to price changes under 
planned economic conditions is necessarily quite limited. If the 
authorities want major shifts in supply, these are achieved directly by 
an appropriate investment policy. 

As a part of the general economic reforms, all the Socialist 
countries under consideration have carried out far-reaching reforms 
of producers’ prices. Their average level has been substantially 
increased, but prices of most raw materials have been increased more 
than the prices of finished products. Thus by the 1967 reform in the 
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USSR the prices of oil were increased by 230 per cent, coking coal by 
93 per cent, cellulose by 46 per cent, rolled metals by 43 per cent and 
cement by 13 percent.’ 

Retail prices, which apply only to consumer goods and services, are 
set at such levels as to ensure equilibrium between the available 
supply and the existing demand. This is achieved by manipulating 
the flexible element of the retail price — the turnover tax. In contrast 
to capitalist countries, where the level of the retail price depends on 
the indirect tax, under Socialism it is the size of the turnover tax that 
is determined by the required level of the retail price. The rates of 
these taxes are highly differentiated, reflecting different elasticities of 
consumer demand for different products and the macrosocial prefer- 
ences of the central authorities (see Ch. 12 B). To perform the 
required functions, retail prices are naturally changed more 
frequently than producers’ prices. 

It should be evident from the preceding discussion that there is 
little correspondence between the two types of price. That this is so is 
proved by the radical reforms of producers’ prices in recent years, 
with virtually no effect on retail prices. This dichotomy has been 
criticized by many economists, especially in recent years. It is 
advocated that the turnover tax rates should be made reasonably 
uniform and their level should be reduced (instead, deductions from 
enterprises’ profits should become the major source of State 
revenue).° If this were done, prices would provide reliable guidance 
for both producers and consumers. The system would be conducive 
to greater efficiency of production and a higher level of consumer 
satisfaction. Furthermore, national income accounts would provide 
a more balanced picture of the national economy and its growth (see 
Ch. 4A). 


D. PRICE STABILITY AND FLEXIBILITY 


The stability of prices over long periods is considered desirable by 
many Socialist economists on the following grounds. First, Socialism 
Provides a unique system for liberating man from the scourge of 
uncertainty produced by economic fluctuations. Fixed prices over 
long periods facilitate economic planning. They are also preferred by 
Producers so that they can plan their commitments and methods of 
Production, knowing that their accounting will not be upset. There is 
ample evidence that in Socialist countries neither producers'® nor 
consumers'! appreciate or want changes in retail prices. 

Second, the use of prices for regulating the distribution of real 
Personal income is clumsy and wasteful. It can be done just as 
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effectively by regulating nominal wages, social services and personal 
taxes. There is a particularly strong case against frequent changes in 
the prices of necessities. Such goods constitute a large proportion of 
the cost of living of the lower-income groups, and changes in their 
prices produce a substantial and haphazard redistribution of real 
incomes. Third, not only should the authorities refrain from frequent 
price changes, but they should take active measures to prevent price 
increases. A planned economy of the Socialist type is noted for an 
in-built predisposition to inflation (see Ch. 11 D). 

On the other hand, flexible prices are not as objectionable now as 
they were thought to be in the past. Indeed, if the new economic 
system is to be capable of the desired performance, there must be less 
rigidity in the price-setting and adjustment process. Prices which are 
centrally fixed and remain unchanged over long periods produce 
contradictions in the context of changing costs on the one hand and 
consumers’ preferences on the other. If buyer’s markets are to be 
developed, production must be made to respond to demand, and 
flexible prices (via the profit criterion, see Ch. 3 C) can achieve this 
more effectively than directives can. As Socialist economies reach 
more advanced stages, enterprises have a greater capacity and 
sensitivity to price changes. 

It is for these reasons that most Socialist countries (Bulgaria, 
Czechoslovakia, the German D.R., Hungary and Yugoslavia) have 
adopted ‘flexible price systems’. Thus in Hungary in 1968 (according 
to the new price system effective after the beginning of that year) there 
were four categories of prices: 


(i) free prices — applying mostly to luxuries and certain agricultural 
products (covering about 23 per cent of the items in domestic 
trade); 

(ii) free-range prices — free fluctuation is allowed 5 per cent above 
and below the levels set by the State, applying mostly to semi- 
luxuries (27 per cent of domestic trade); 

(i11) ceiling prices -— set by the State for the less essential items of 
household use (30 per cent of domestic trade); 

(iv) fixed prices —set by the State, applying to most necessities (20 per 
cent of domestic trade). !2 


After operating for only six months, the new system produced 
obvious benefits — it was less bureaucratic, more responsive to 
consumer preferences, and ensuring a better market balance’."3 

The existence of fixed and variable prices side by side obviously 
contains elements of incongruence because the latter are likely to rise 
or fall in relation to the former, which is likely to lead to price 
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distortions. According to the chairman of the Soviet State Planning 
Commission, a reasonable solution to this problem appears to be this. 
The prices of standardized basic raw materials should be held stable 
over long periods, but the prices of finished products should be 
flexible and should be changed not at one fell swoop, as was common 
in the past, but gradually, as the need arises.'* This may very well 
prove the pattern for Socialist price policies in the future. 


E. OPTIMAL PRICES 


Owing to the public ownership of the means of production and the 
absence of the free-market mechanism, Socialist economies have no 
automatic or simple mechanism for determining rational prices. 
Under the system of planning by ‘material balances’, which prevailed 
in the past (see Ch. 2 B), prices were really irrelevant, and they did not 
perform an allocative function. 

However, to ensure the optimum utilization of resources, there 
must be some rational basis for determining ‘programming’ prices, 
i.e. those that could be applied by central planners to work out the 
overall allocation of resources. Rational prices can be arrived at, ina 
sense paradoxically: (i) competitively, on a decentralized basis, or (ii) 
computationally, on acentralized basis. 

The competitive—decentralized solution was put forward in the 
1930s by a Polish economist Oskar Lange, who described it as the 
‘trial-and-error’ method. Under this system, there would have to be a 
relatively free market both for inputs (labour, capital, land) and for 
output, in which producers and consumers would be allowed to 
compete. Starting from the existing structure of prices, and sub- 
sequently guided by supply and demand and macrosocial 
considerations, the central planning authority would be making 
successive adjustments to prices to ensure equilibrium in the market 
(see reference 18 at the end of this chapter). Lange’s method of 
“successive approximations’ has never been fully put into practice. 

The computational-centralized approach is more suited to 
Socialist conditions and is gaining increasing acceptance from 
economists and political leaders. This solution is now becoming 
feasible owing to the perfection of mathematical programming and 
the development of high-memory computers. Even Oskar Lange 
himself, shortly before he died in 1965, conceded that the trial-and- 
error procedure was satisfactory only for the pre-computer age.'> So 
far, the computational method has been applied only on a limited 
scale in the more advanced Socialist countries, but it seems certain 
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that it will revolutionize the whole system of planning and will 
reduce the wasteful allocation of resources (see Ch. 2 C). 

The founders of the concept of optimal prices are the three Soviet 
economists L. V. Kantorovich, N. S. Nemchinov and V. V. 
Novozhilov. Their ideas can be traced back to the late 1930s, but they 
did not attract any real attention till the late 1950s. The advocates of 
optimal prices differ on the details of approach, but they agree on the 
fundamental issue: the construction of such prices and the optimiza- 
tion of the overall economic plan constitute two aspects of the same 
problem, and they cannot be disassociated from each other. The 
essence of the argument is that prices must reflect all social costs, 
including non-labour costs, i.e. standard capital charges and 
differential rent. Novozhilov, to placate orthodox Marxists, calls the 
latter two ‘indirect labour costs’ because a withdrawal of these 
resources represents increased (direct) labour costs. 

Furthermore, Novozhilov emphasizes that the application of 
resources to one particular use involves ‘losses’ to the economy in 
some other competing but forgone use. Resources should be 
allocated in the whole economy according to a pattern that ensures 
the minimization of what is known in Western terminology as 
‘opportunity costs’. Novozhilov concludes that it is these all- 
inclusive valuations (i.e. including direct and indirect labour costs 
and opportunity cost), which he calls ‘social costs’, that should 
provide the basis for programming (or optimal) prices.'® An approach 
along similar lines was proposed by Kantorovich, who describes his 
optimal prices as ‘objectively determined valuations’."” 

The actual prices are arrived at by solving an immense number of 
simultaneous equations, involving a large number of different plan 
variants, according to postulated major objectives. This necessitates a 
comprehensive network of nodal computer centres in each country, 
capable of storing, up-dating and processing heterogeneous data. 

The optimization analysis by-passes the labour theory of value. In 
fact, at least implicitly, it recognizes the scarcity of resources and 
involves marginal analysis (the diminishing marginal rate of substitu- 
tion). Some optimalists, such as the well-known Soviet economist N. 
Fedorenko, quite explicitly advocate the application of the marginal 
principle to costing (i.e. all enterprises should be made profitable, not 
only those above average) and the acceptance of relative utility 
(‘social value-in-exchange’) asa basis for pricing.'8 

It is widely agreed that optimal prices should be applied only for 
planning (programming) purposes and should not be allowed to 
interfere with the socially desirable distribution of national income.'® 
In other words, the proponents of optimal prices envisage what is 
now known as the ‘shadow market’. The central planning authority, 
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using modern mathematical methods and electronic computers, 
simulates supply and demand on a macrosocial scale, in the interest 
of society as a whole, in search of the optimal plan. This search, or, as 
Kantorovich describes it, ‘competition amongst plans’, involves the 
application of shadow prices but not actual payments.?° Con- 
sequently, such prices, although used for the optimal a/location of 
resources, do not perform any distributive functions. 

Some optimalists (rightly) believe that the problem of optimization 
cannot be solved completely until the same principle is applied to all 
prices, including producers’ and retail prices. It is pointed out that the 
consequent undesirable distributive distortions of such prices could 
be corrected by the readjustment of wages and social consumption 
and by taxation and subsidies. 

There is little doubt that the mathematical concept of optimal 
prices is an important milestone in the development of Socialist 
economics. For a long time a number of Western economists, notably 
L. v. Mises, F. A. v. Hayek, J. B. Hoffand A. Bergson, claimed that 
rational pricing was impossible under Socialism. Although Lange’s 
‘trial-and-error’ method did not convince many Western (and 
Socialist) economists, the feasibility of computational optimal prices 
conclusively refutes any grounds for such claims. Even though much 
remains to be done on the practical level, there is a sound theoretical 
basis. In fact, in some respects Socialism provides the possibility of 
improving on capitalism. There is much to be said in favour of a 
system of prices which is not distorted by selfish monopolists and 
myopic consumers but in which long-run macrosocial cost-benefit 
considerations can be reflected. 


NOTES 
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Feb. 1968, p. 11. 
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CHAPTER 11 


Money and Banking 


A. MONEY AND MONETARY POLICY 


Traditionally, the Marxists’ views of money have always been 
negative, largely a reaction against capitalism where money reaches 
its peak of development and influence. Soon after the Bolshevik 
Revolution in Russia, steps were taken to replace money with 
transfers in kind, in accordance with the Marxian long-run ideal of 
money ‘withering away’ under communism. In 1920 all settlements 
in money between State enterprises were abolished, and practically 
all wages were paid in kind. But this practice was soon abandoned, 
and it was officially conceded that money continues to function in a 
Socialist economy, the attitude adopted since World War II by other 
Socialist countries too. In fact the role of money has been sub- 
stantially enhanced by the recent economic reforms. 

Officially, the currencies of most Socialist countries are defined in 
gold, which is taken as the basis for fixing the official exchange rates 
applicable to visible trade. But this is of no real consequence, as none 
of these currencies (with the partial exception of the Yugoslav dinar) 
is convertible into gold.! The amount of currency issue in Socialist 
countries is not very different from that in capitalist countries, i.e. 
mostly representing 5-10 per cent of national income - as their 
requirements for cash are similar. 

A large proportion of payments in the advanced capitalist 
countries is effected through cheques. Cheques are also used in 
Socialist countries, usually constituting less than 10 per cent of total 
payments by value.2 However, most payments between Socialist 
enterprises are settled not by cheque or cash but by adjusting bank 
accounts. These transfer payments called ‘cashless settlements’, are 
effected more or less automatically on the basis of delivery 
documents which perform a function similar to that of ‘not- 
negotiable’ cheques in the West. Transfers of taxes, grants, subsidies, 
etc. between the State budget on the one hand and enterprises and 
Institutions on the other are made ina similar way. 

_ Monetary policy under Socialism is much more intimately 
Integrated with wage and fiscal policies than under capitalism, and 
these are further reinforced by direct controls where necessary. The 
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overall objective of the monetary policy is to provide a financial basis 
conducive to plan fulfilment and monetary equilibrium in the 
economy. Before the recent reforms the scope for monetary policy 
was pretty limited, as money performed a passive function. 

Under the new system basic proportions in the economy are still 
centrally determined, but otherwise enterprises have a good deal of 
freedom in deciding on the details and methods of fulfilling the plan. 
Directives and prohibitions have been largely replaced with financial 
incentives and disincentives administered flexibly by monetary 
authorities. The most important financial instruments consist of 
differentiated credit terms (considered in Part C of this chapter), 
which affect enterprises’ profits and consequently incentive pay- 
ments to their personnel (see Ch. 3 A and B). The new system is 
accentuating inflationary pressure, which provides a new challenge 
to monetary policy (see Part D of this chapter). 

One of the principles adopted in the reforms is the rule of self- 
financing. This means that enterprises, even in the sphere of 
investment, have to rely basically on their own resources instead of 
central allocations from the State budget. This has produced a change 
in payment flows in the economy. Grants to enterprises are now 
smaller, and so are their payments to the State budget. Instead, 
deliveries are now financed mostly horizontally on the enterprises’ 
own initiative. In this process banks have assumed an active role. 

The increasing importance being attached to monetary policy is 
indicated by the growing number of publications on the role of 
money, credit and banks. In these discussions Western achievements 
in the sphere of monetary theory and policy are also analysed with a 
view to possible adaptations to modern Socialist economic con- 
ditions. Two British economists who made a thorough on-the-spot 
study of the Yugoslav economy in 1967 concluded that ‘Yugoslavia is 
relying more upon banking policy than is Britain’.? Meditating on the 
modern trends in Socialist countries, a Polish monetary expert 
concluded: ‘who knows if, in the light of these developments, the 
theoretical assumption of the withering away of money with the 
transition to Full Communism is tenable. Perhaps not all paths lead- 
ing toCommunism must deviate from money?”4 A similar conclusion 
was reached by a Chinese economist.° 


B. THE BANKING SYSTEM 


The banking system in each Socialist country is socialized and highly 
centralized and operates ona branch (as distinct from an independent 
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unit) basis. Banks collect the means of payment from the State and 
the public, organize cash and non-cash payments on a planned basis 
and supervise the use of finance by enterprises and institutions. 

The recent economic reforms have affected the Socialist banking 
system in three major respects. 


a. The increased role of the banks. Socialist banks are no longer mere 
administrative agencies of the Ministry of Finance, carrying out 
detailed instructions. They can now take some of the initiative in 
promoting developments of social importance on a_ sound 
economic basis. The system is now noted for greater flexibility and 
adaptability. 


b. A greater functional specialization. In most Socialist countries 
new banks have been established in recent years to service the 
specialized needs of industry, agriculture, foreign trade, etc. The 
former institutional division between short-and long-term financing 
has been largely removed, and each bank now extends both types of 
credit. The banks are well equipped with a network of specialized 
technical, engineering, agricultural and commercial teams to assist 
them in acting as financial advisers and in controlling the application 
of funds. 


c. A greater financial centralization. A stricter control of financial 
processes from above has proved essential as a consequence of a 
greater independence of enterprises, and the fact that finance has 
become a more influential factor at the operational level. This 
development is interpreted as an expression of the Leninist principle 
of ‘democratic centralism’. On the one hand, banks have been given 
greater powers over enterprises. On the other, the activities of the 
banks at the operational! level are now subject to stricter supervision 
and control by the intermediate agencies of economic administration 
(branch associations, regional authorities) and by the central bank. 
The strengthened control at the central level is exercised in two 
different ways, as exemplified by the banking reforms in the USSR 
and the German D.R. By the 1959 reform in the USSR, the Gosbank 
and the Investment Bank took over the Agricultural Bank and 
Communal Banks to administer credits directly. According to the 
1968 reform in the German D.R.., the State Bank dropped its general 
banking activities and has retained only those functions which 
are essential to its central bank responsibilities, so that it can con- 
centrate on the overall control of (as they are now called) ‘business 
banks’, 
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The overall banking policy in each Socialist country is laid down 
by the Ministry of Finance in close co-operation with the State 
Planning Commission and the State Bank. The latter is the central 
bank and it performs similar functions to those in a capitalist country 
— note issue, carrying out the government’s financial policy, 
re-financing other banks, supervising (or directly administering) 
foreign payments, and in addition servicing the State budget. It also 
prescribes the rules governing bank deposits, the extension of credit, 
interest rates and bank accounting and statistics. In most Socialist 
countries it is responsible directly to the Council of Ministers, but in 
Poland it answers to the Ministry of Finance. 

In addition to the State Bank, in each country there is usually an 
investment (or industry), an agricultural, a savings and a foreign trade 
bank. Some of them also have a bank of commerce, a bank of liquida- 
tions, a maritime bank and a number of co-operative banks. The 
latter are owned collectively, their function being to cater for the 
needs of handicrafts, small farms and shops. They are best developed 
in the German D.R. and Yugoslavia. 

The structure of the banking system in each European Socialist 
country is represented in Table 9. Where there are no specialized 
banks, the banking services in question are provided by the State 
Bank (the extreme case is represented by Albania, which has only one 
bank, with specialized departments). All European Socialist 
countries, except Albania and Yugoslavia (together with Cuba, 
Mongolia and Vietnam), belong to the International Bank for 
Economic Co-operation. It has its head office in Moscow, it started 
operations in 1964 and its function is to facilitate payment settle- 
ments among member countries. Another CMEA bank, the Inter- 
national Investment Bank (established in 1970 and also located in 
Moscow), is concerned with long-term lending for developmental 
projects ofcommon interest. 

The role of the banking system in a Socialist economy differs in two 
important respects from that in a developed capitalist country. 
On the one hand banks, not being privately owned, cannot pursue 
their activities independently in pursuit of their microeconomic 
interest. Banking operations are subordinated to the needs of the 
economic plan, in which overall and major structural developments 
are predetermined. On the other hand, banking policy is in a sense a 
more powerful weapon because there is no short-term money 
market, no stock exchange and no ‘fringe’ banking institutions (hire- 
purchase companies, personal loan establishments, development 
financiers, building societies, etc.). All these functions are performed 
by the banking system, and its regulation provides an air-tight control 
over the flow and distribution of finance. 
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Table9 The Structure ofthe Socialist Banking Systems 
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' Commercial Bank. 

2 Zivnostenska Bank. 

3 The Berlin People’s Bank, The Berlin Municipal Bank - both handling trans- 
actions between East and West Germany. 

4 Public Bank for the Exchange of Valuables. 

5 Bank Handlowy w Warszawie. 

6 The Polish Guardian Bank (which also handles internal exports, i.e. sales in the 


domestic market for foreign currencies). 
7 In addition twenty other banks have the right to engage in foreign financial 


operations. 
8 Mostly small banks serving particular regions. 


Source. Based on daily and periodical literature published in the Socialist countries. 


C. CREDIT AND INTEREST 


Under Socialism economic development is never allowed to be 
hampered by a lack of finance. If there are physical resources avail- 
able and if the production is socially desirable, it goes without saying 
that means of financing will be provided. The economic plan has a 
counterpart of the credit plan which is worked out by the central bank 
In co-operation with other banks. 

As was shown in Ch. 5 D, the role of the State budgetary allocations 
of finance to enterprises has been declining; instead enterprises are 
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increasingly relying on their own liquid resources and on repayable 
bank credits. There is no doubt that the increased ability of the enter- 
prises to obtain credit on their own initiative is a great step forward in 
giving effective meaning to decentralization and in promoting the 
more efficient utilization of resources. 

The total amount of credit and the proportions allowed to different 
branches are, as before, centrally fixed according to the planned 
needs of the economy. But otherwise the microeconomic distribution 
is left to the judgement of the banks and enterprises concerned. Loans 
are extended on the condition of good management and the sound- 
ness of the purpose for which credit is sought. As under capitalism, a 
distinction is made between short-term (also known as ‘turnover’ or 
‘production’) and long-term (‘investment’) credits. 

Short-term credits, particularly on commodity turnover, are not as 
important in Socialist countries as in the West. Trade credits on 
commodity turnover are extended only by banks, not by selling 
enterprises. They are strictly regulated because they could easily 
interfere with the planned utilization of resources. The same applies 
to credits in trade among Socialist countries — loans are granted by 
banks (including the IBEC) to the designated banks in the importing 
countries. 

Consumer credit, which is extended only by savings banks and 
consumer co-operative shops, is as yet of smaller importance than in 
the West, but its role is gradually increasing. The proportion of 
consumer goods sold on this basis is about one-tenth, but in Hungary 
it is much higher than that.® Strict conditions are usually imposed, 
such as that the borrower must be in regular employment and that the 
amount of credit must not exceed a certain proportion of the person’s 
annual earnings (e.g. one-third in Y ugoslavia).’ 

In extending long-term credits emphasis is no longer on the sheer 
size of the projects but rather on their suitability and efficiency. 
Banks participate in planning investment ventures and evaluate their 
prospective profitability. Preference is given to the projects 
promising quick returns, those directly affecting exports and import- 
replacement production and those intended for the less developed 
regions. 

To ensure financial discipline, banks have considerable powers of 
control over the users of bank funds. In case credits are not applied for 
the approved purpose, or the project is not completed on time, or if 
credits are not repaid on maturity, banks can apply the following 
sanctions against the offending enterprises: 


(i) charging penalty interest for the period originally approved; 
(ii) requiring the repayment ofthe credits before maturity; 
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(iii) withholding funds for wage and salary payments, especially for 
material incentives; 

(iv) refusing credits in the future (but enterprises can appeal to the 
arbitration court in such cases). 


As the total amount of credit and its broad distribution are 
determined on a planned basis, it is obvious that interest cannot play 
as decisive a role as under capitalism. However, although interest 
rates are of little significance in programming investment at the 
central level, they are now used as an important instrument for 
promoting the most efficient distribution and application of credits at 
the operational level. 

Until the early 1960s a large proportion of the enterprises’ invest- 
ment needs in the European CMEA countries was met by interest- 
free non-repayable grants from the State budget. But this practice 
only encouraged enterprises to place extravagant demands for larger 
and larger allocations, leading to an alarmingly increasing capital- 
output ratio and tremendous waste (see Ch. 5 C). 

However, this wasteful practice has been almost completely 
discontinued since the mid-1960s by the introduction of capital 
charges. The charges were first introduced in Yugoslavia in 1953, 
then in Bulgaria, the German D.R. and Hungary in 1964, and in 
Czechoslovakia, Poland and the USSR in 1966. It is now recognized 
that interest is ideologically justified because capital is nothing else 
but materialized labour, and as such it should be rationally 
distributed, because it represents a means of economizing live labour. 
In fact, there is nothing new about interest under Socialism - it 
existed even under Stalin. But it applied only to turnover credits 
obtainable directly from banks; interest was also payable on personal 
savings deposits. 

The capital charge in most of these countries is, as a rule, uniform 
for the whole economy. Its level is 5 per cent in the German D.R. and 
6 per cent in the remaining countries which administer it. The charge 
is mostly applied to industrial enterprises, and there may be some 
differentiation of the rates in application to other branches of the 
economy or the type of assets (whether fixed or circulating). The 
differentiation of the rates is treated as temporary, and it will 
disappear when the price structure is improved.’ However, there has 
been some disenchantment with capital charges, and they have been 
dropped in some countries, such as Bulgaria and Yugoslavia, since 
the early 1970s. 

The rates of interest on bank credits are not determined in the free 
market for loanable funds but are fixed centrally to suit a variety of 
objectives. The rates charged are now highly differentiated, but they 
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mostly fall within the range 1-5 per cent p.a. In addition there are 
heavy penalty rates which may reach 20 per cent p.a. and even more. 
The ranges of interest rates p.a. as reported in 1971 in selected 
countries were as follows: Bulgaria 2°5-10°0, Czechoslovakia 
4°5-12°5, the German D.R. 1°8-15°0, Hungary 5:0-16°0, Poland 
2°0-12°0, the USSR 1°0-8-0 and Yugoslavia 10-0-20-0 (minimum 
rates).° 

To attract deposits from enterprises, institutions and individual 
persons, interest is payable by banks. For example, up to 7 per cent 
p.a. is offered in Hungary and Yugoslavia on long-term deposits. 
Savings banks pay about 3 per cent p.a. on personal deposits. 


D. SOCIALIST INFLATION 


A well-known assertion advanced in Socialist countries in the past is 
that ‘the possibility of inflation in a Socialist economy is extremely 
remote’.'® This contention is based on the assumption that the 
Socialist State is committed to ‘planned proportional development’, 
and it has sufficient powers to ensure a balance between production 
and spending, so that stability of prices can be assured. In reality this 
mechanism has not worked as expected.'! 

In practice it is impossible to measure the extent or degree of 
Socialist inflation. First, the official price indexes cover only retail 
prices, and these are still largely controlled. Even so, these indexes 
have shown annual increases of 1-5 per cent in most CMEA 
countries following the economic reforms since the early 1960s.'2 A 
better indication of the continuing inflationary pressure is provided 
by the retail price index in Yugoslavia, where economic reforms 
began much earlier (1952) and have been more liberal; in the 1950s 
the index rose on average by 4 per cent p.a., while over the period 
1970-9 it rose by 30 percent p.a.'3 

Second, Socialist money is an imperfect measure of value (however 
defined), and changes in its purchasing power are selectively 
restricted. There is no conventional market for the factors of 
production, and thus money cannot buy the means of production or 
secure labour for hire unless it is done through recognized planned 
channels. But even the prices of consumer goods are not indicative of 
their value. The existence of sellers’ markets means that the official 
prices are understated. The very existence of the two-tier price system 
shows that Socialist money is not a uniform measure of value. 

There is a number of factors distinctive of Socialism which 
contribute to the inflationary tendencies, and it may be observed that 
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the economic reforms have created new sources of pressure. Those on 
the supply side are as follows: 


(i) the overcommitment of resources and the overexpansion of 
industries in the name of ‘all-round development’ and high 
rates of growth, irrespective of the available raw material base; 

(ii) a relatively high proportion of national income fixed for 
accumulation at the expense of consumption; 

(iii) unfulfilled targets caused by planning errors or unexpected 
developments; the burden of adjustment is usually shifted to 
consumer goods industries to safeguard priority production; 

(iv) a tendency on the part of enterprises to hoard raw materials, 
components and labour asa reaction to sellers’ markets (‘Social- 
ist speculation’); 

(v) insufficient motivation to economy and exertion, a natural 
consequence of the absence of private enterprise, the limited 
scope for individual initiative and very well developed social 
security; 

(vi) increasing freedom given to enterprises to influence or fix their 
own prices; 

(vil) a growing proportion of production exported on credits, 
especially to developing countries; 

(viii) the effects of inflation in the capitalist world, with which the 
Socialist countries have increasing economic relations. 


At the same time there are contributing causes operating on the 
demand side: 


(i) the artificially low prices officially enforced, encouraging waste- 
ful use (e.g. at the time of the disastrous crop failures in the early 
1960s bread was so cheap that it was fed to cattle and pigs for 
fattening); 

(ii) a higher velocity of monetary circulation consequent upon 
decentralization and the increasing role of the market; 

(iii) the increasing role of material (as distinct from non-material) 
incentives which represent extra spending power; 

(iv) an increasing popular pressure for consumer credit and 
immediate consumption (a trend described as ‘consumerism’); 

(v) atendency for social consumption to exceed planned levels; 

(vi) limitations placed on the import of consumer goods in favour of 
producer goods. 


There are many Socialist economists and political leaders who 
believe that there is no need to be unduly concerned about inflation- 
ary pressure. The State has sufficient powers to prevent inflation 
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reaching undesirable proportions. In fact, there is a well-established 
belief that a mild state of inflation, or the existence of sellers’ markets, 
is perfectly normal and, in fact, evidence of the superiority of 
Socialism over capitalism. In a capitalist economy the growth of 
consumption by the masses falls short of the expansion of the 
production capacity, which tends to lead to recessions and 
stagnation, while in a Socialist economy the growth of demand 
constantly outstrips the growth of production, and thus the former 
provides a continuous healthy driving force for the latter.'4 
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Fiscal Policy and Control 


A. BASES OF BUDGETARY PLANNING 


The Socialist budget performs three basic functions: (i) the control 
and co-ordination of physical economic processes through financial 
discipline, (ii) the promotion of economic activities through fiscal 
incentives and disincentives to achieve the targets postulated in the 
economic plan, and (iii) the redistribution of national income in con- 
formity with the ‘law of planned proportionate (or balanced) 
development’ of the entire economy. Although these functions are 
similar to those under capitalism, their extent and pervasiveness are 
far greater in the case of the Socialist economy. 

The importance of budgetary planning under Socialism derives 
from the size of the budget and its focal position in relation to 
different facets of the economy, and from several peculiarities of the 
economic and social conditions. First, the scope of public finance is 
naturally much greater. This is a reflection of the State’s direct 
participation in the economic and social life of the country. The 
budget includes not only the receipts and expenditure of the central 
government but also those of provincial and local authorities and 
other ‘non-productive’ organizations, and the balances of produc- 
tive enterprises. About two-thirds (about one-half in the federal 
countries, viz. the USSR and Yugoslavia) of the national income 
passes directly through the Socialist budget as receipts or 
expenditure, compared with about a quarter in capitalist countries (if 
national income is brought to the Socialist basis). 

Second, the State budget is a financial expression of the economic 
and social tasks laid down in the overall economic plan. The budget is 
the key element in economic planning and growth, and it links the 
requirements of the plan with the production and financial plans of 
the enterprises. The plan and the budget are worked out simul- 
taneously (by the State Planning Commission and the Ministry of 
Finance respectively) and presented to Parliament annually! at the 
same session. 

Third, the importance of the budget is further enhanced by the fact 
that it is integrated with other financial plans, viz. the cash plan, 
credit plan, personal wage fund, and the financial plans of the enter- 
prises. Finally, the role of the budget has been increased under the 
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new economic system, where directives have been largely replaced by 
sophisticated forms of fiscal and financial instruments. On the other 
hand, the new emphasis attached to self-financing and bank credits as 
sources of enterprises’ ways and means has tended to reduce the 
proportion of funds passing directly through the State budget? (also 
see Chs 5 Dand 11 C). 

In contrast to capitalist countries, under Socialism there is no need 
for budget deficits to promote full employment. Historically 
speaking, budget deficits were a rule in the post-revolutionary years, 
when they were met by inflationary note issues to strike at the holders 
of large monetary assets. In the past there was a tendency to plan for 
budget surpluses, to provide for larger reserves and counteract the 
inherent predisposition of the Socialist economy towards inflation 
(see Ch. 11 D). 

As has been indicated before, local budgets form an integral part of 
the State budget.} The reason is that the Socialist State cannot remain 
indifferent to the independent raising and spending of finance, as 
these might conflict with the State’s overall financial policy, 
economic planning and the utilization of resources. The proportion 
of the State budget expenditure allocated to local budgets ranged in 
the early 1960s from 15 per cent in Romania and 20 per cent in 
Hungary to 60 per cent in the USSR and Yugoslavia.‘ The federal 
system of administration and decentralization naturally enhances the 
role of regional, branch and local entities, and as a result of the 
economic reforms, the proportion of funds passing through local 
budgets has tended to increase. 

The budgetary systems of different Socialist countries are broadly 
similar, but differences of detail naturally exist. The differences 
increase with the lower levels of budgetary administration. They are 
greater on the receipts than on the expenditure side, reflecting 
different degrees of socialization of the economy. In spite of some 
efforts under the auspices of CMEA, there are still considerable 
differences of classification. 


B. BUDGETARY RECEIPTS 


Most of the State budget receipts in Socialist countries are con- 
tributed by enterprises (including farms), and less than 10 per cent 
comes from the direct taxation of individuals. This fact can be 
explained on two grounds. First, there is little personal ownership of 
the means of production,¢ and secondly it is considered ideologically 
undesirable to tax workers directly. This approach contrasts with the 
Practice in capitalist countries, where personal taxes normally 
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account for 30 per cent or more (70 per cent, if we include indirect 
taxes which are explicitly shifted on to the consumers). We shall now 
examine the main sources of State receipts as reflected in Socialist 
budgets. 


a. Deductions from enterprises’ profits. This class of revenue is not 
referred to in Socialist countries as a profits tax but is regarded as a 
form of deduction from the ‘surplus product’, which belongs to the 
State anyway. These deductions may be made on account of the 
following: (i) variable capital allocated out of the State budget; (ii) 
fixed capital; (iii) stocks held; (iv) differential advantages (natural or 
man-made, but in each case not created by the enterprise’s own 
exertion); (v) payroll tax (being introduced in some countries, as in 
Hungary in 1968); (vi) residual profits (remaining after the net enter- 
prise profit is distributed in conformity with the regulations laid 
down; see Ch. 3 B). Enterprise profits are assuming an increasing 
importance as a source of State revenue. For example, in the USSR 
before 1950 they represented less than one-tenth of the total, but now 
the proportion is about one-third (see Table 10, p. 158). 


b. Turnover taxes. This form of revenue, which is peculiar to Socialist 
economies, represents the difference between the producers’ and the 
retail price, excluding the wholesale and retail margins for the trading 
enterprises. These taxes apply mostly to consumer goods and some 
consumer services (such as entertainment). In contrast to the past, 
there is a tendency now for these taxes to be collected by trading, 
rather than producing, entities. There are three bases on which the 
size of this tax is set. In some cases it is calculated on an ad valorem 
basis (as a percentage of the retail price) and in scme ona specific basis 
(a fixed amount per unit of the product). However, in most cases, the 
tax is arrived at residually, i.e. the retail price is fixed first to balance 
the available (or desirable) supply with the existing demand, and the 
tax is the difference between this price and the price paid to the 
producer (minus trade margins.) Some producer goods are also 
subject to it (e.g. oil, electricity, metalware and chemical products in 
the USSR), and the proportion tends to be increasing. On the other 
hand, some consumer goods, such as foodstuffs sold directly by 
peasants to consumers, are free from turnover taxes (the peasants’ 
incomes are taxed instead). Whatever the basis of fixing this tax, the 
effective rates are highly differentiated.’ In a sense, the size of the 
turnover taxes does not determine the level of retail prices - on the 
contrary, the magnitude of these taxes depends on the predetermined 
price level. Officially, turnover taxes are not regarded as taxes but as 
transfers of that part of the ‘surplus product’ which is created by 
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society. However, some economists disagree and maintain that at 
least a portion of these levies constitutes an indirect tax which is 
shifted to the consumer.* For a long time, turnover taxes were by far 
the most important source of budget receipts. In the 1930s in the 
USSR and even in the early 1960s in Bulgaria, they constituted 60 per 
cent of the total.9 However, although still important they represent 
only one-third or less (see Table 10, p. 158). In Romania the propor- 
tions in 1950, 1960 and 1978 represented by profits were 16, 
23 and 43 percent, and by turnover taxes 43, 31 and 11 percent inthe 
respective years, '° 


c. Income taxes. These forms of revenue are raised from co-operative 
and private enterprises (including farms) and from persons. These 
taxes are progressive, the rates depending on the source and size of 
income. The discriminatory rates are so designed as to inhibit the 
accumulation of excessive profits by non-State enterprises and to 
prevent private enrichment. Thus in Poland, if the profitability ofa 
co-operative enterprise is 5 per cent or less, 20 per cent of the net 
income is payable in tax, but if the profitability exceeds 35 per cent, 
the rate is 90 per cent.'' On the other hand, the tax rates applicable to 
personal wage incomes are noted for their very low degrees of 
progression, roughly half the rates or less prevailing in Western 
countries. The figures below show average tax rates on low, average 
and high wage levels in the European CMEA countries. 


Low Average High 
Bulgaria 40 77 10°1 
Czechoslovakia 8:8 10-9 15-0 
German D.R. - 10°7 18°5 
Hungary 30 30 6°0 
Poland = 537 14-0 
Romania 08 8-7 13:2 
USSR - 6°2 9°3 


Source. United Nations, ECE, Incomes in Europe, Geneva, 1967, 
Ch. 9, p. 5. 


The degree of tax progression on incomes earned by free professions 
(writers, artists, doctors, lawyers, expert advisers) is about four to five 
times as great. The proportion of the income payable in tax rises to 45 
Percent in China, 48 per cent in Bulgaria, 50 per cent in Romania, 65 
Per cent in Poland, 69 per cent in the USSR, 70 per cent in Hungary, 
and 80 per cent in Czechoslovakia and the German D.R. The 


157 


THE ECONOMICS OF SOCIALISM 


Table 10 State Budgetary Receipts and Expenditure in the USSR 
in Selected Years 
(in value percentages) 


Forms of receipts or expenditure 1933 1950 1960 1970 1980 
(est.) 
Receipts 

Deductions from enterprise profits 7 10 24 35 31 
Turnover taxes 59 56 41 32 32 
Other payments by enterprises 16 19 26 25 28 
Personal taxes 9 9 1 8 9 
State borrowings, etc. 9 6 2 n n 
Total 100 100 100 100 ~~ = 100 

Expenditure 
Financing of material production 60 38 44 47 52 
Sociocultural measures 15 28 34 37 33 
Administration 4 3 2 1 l 
Defence - 20 13 12 6 
Other purposes 21 11 7 3 8 
Total 100 100 100 100 ~=#100 


est. =estimates. 
n =negligible, less than 0°5 per cent of the total. 


Sources. Based on: Central Statistical Office Attached to the Council of Ministers of 
the USSR, Narodnoye khoziaistvo SSSR (The National Economy of the USSR), 
Moscow, different years; /zvestiya, 29 Nov. 1979, pp. 3-5. 


progression is even greater on incomes earned by privately operating 
craftsmen — up to 90 per cent.'? Personal taxes are also imposed on 
peasants selling privately grown produce directly to consumers (or 
restaurants) and, in addition, on the private owners of buildings, 
vehicles and livestock and on the lessors of buildings, rooms and 
equipment. Personal taxes are considered to be temporary, a survival 
from capitalism for which there is no justification under com- 
munism, and the Communist Parties are committed to the abolition 
of these taxes in the tong run. 


d. State borrowings. This form of receipts consists of State loans 
mostly raised internally on a voluntary and compulsory basis but in 
each case repayable. The funds may come from the public, savings 
banks and enterprises. The titles issued to the creditors are either 
bonds ora type of lottery ticket for periods ranging from ten to twenty 


158 


FISCAL POLICY AND CONTROL 


years. The former normally carry interest of 3-5 per cent p.a., while 
the latter are entitlements to lottery prizes drawn regularly. In some 
cases the titles may embody both elements of the reward. The bonds 
can be freely purchased and sold at savings banks. All Socialist 
countries, except Czechoslovakia and Romania, have had recourse to 
State borrowings. This source of funds was heavily relied upon in the 
early postwar period (especially in Hungary), but owing to the lack of 
popular support the floating of State loans has been greatly reduced 
since the mid-1950s. 

The relative importance of the different forms of budgetary 
receipts, together with historical trends in each, is shown in the 
example of the Soviet budget in Table 10. 


C. BUDGETARY EXPENDITURE 


The items of expenditure in a Socialist budget are arranged according 
to their role in the creation of national income. This contrasts with 
the budgetary expenditure in capitalist countries, concerned mostly 
with financing ‘non-productive’ (by Socialist standards) services (see 
Ch. 4 A). There is naturally a basic conflict in planning Socialist 
expenditure. On the one hand, there is the need to channel finance to 
the productive sector to maximize the rate of economic growth. On 
the other, the Socialist State prides itself on providing a wide range of 
sociocultural benefits for the masses. These two purposes absorb 
four-fifths of the expenditure. Table 10 provides an example of the 
main items of budgetary expenditure. We shall briefly examine these 
items. 


a. The financing of material production. About one-half of the 
expenditure is earmarked for productive purposes in the economy, 
the proportion ranging from 40 per cent in the USSR to 60 per cent in 
Romania.!3 It provides all or a part of, the finance for the centrally 
determined investments. The provision of finance for stocks and 
reserves of materials and of subsidies to loss-incurring enterprises is 
also classified as productive expenditure. However, owing to the 
official drive to promote the self-financing of enterprises there 
is a tendency for the proportion of this item of expenditure to 
decline. 


b. The sociocultural programme. This expenditure is associated with 
social consumption (Ch. 6 B). About one-third of the total 
expenditure is devoted to this purpose, the lowest proportion being 
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usually recorded in the less developed Socialist countries (Bulgaria 
and Romania — about 25 per cent each), the highest in the more 
advanced ones (Czechoslovakia, the German D.R. and the USSR 
—nearly 40 per cent).'4 The specific purposes of this expenditure 
include social insurance, social security,'® public health, housing, 
workers’ holiday schemes, child welfare, youth camps, education, 
science and arts. The benefits are quite generous. Old-age pensions 
are generally available at the age of 60-65 (men) and 55-60 (women), 
and at lower ages in the case of arduous occupations (such as mining). 
The percentages represented by pensions of average gross wages, as of 
1978, were: 33 in the USSR, 35 in Bulgaria, 44 in Czechoslovakia, 47 
in Poland and 48 in Hungary.'® 


c. Administration. The expenditure on (public) administration, as 
distinct from the direct administration of producing enterprises, is 
essentially considered to be unproductive. Although it constitutes 
only 1-2 per cent of the total budgetary expenditure, there are deter- 
mined efforts to promote its mechanization and automation 
wherever possible, to reduce the burden of this item. 


d. Defence. The proportion of budgetary expenditure devoted to 
military spending in the Socialist countries ranges from 2 to 15 per 
cent. This percentage is much lower than is usually the case in 
capitalist countries, which is essentially due to the much smaller 
scope of the budget in the latter countries. A more satisfactory 
approach is to express defence expenditure as a percentage of the 
country’s production capacity, such as the Gross National Product, 
or in absolute per capita figures — provided, of course, that all value 
statistics are brought to the same basis and common denominator. 
This is done is Table 11. From this table it may be concluded that 
there is no great difference in these respects between the Socialist and 
capitalist countries. However, two observations are worth making 
here. First, some Western specialists in the field believe that the 
Socialist countries’ defence expenditure as published is understated 
(especially in the USSR and China). They point out that the Soctalist 
State is in a better position than the capitalist government to 
manipulate the published figures to avoid excessive consumer dis- 
satisfaction at home and the charge of war-mongering abroad. This 
view is often promoted by those who have vested interests in 
maintaining Western military expenditure at high levels. On the 
other hand, some researchers, such as F. D. Holzman of the USA, 
disagree with the above stand (see the reference at the end of this 
chapter). Second, military expenditure represents a heavier burden 
for the Socialist countries, than for the rich capitalist nations. This 
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partly explains the Socialist predisposition to taking the initiative 
towards disarmament in the international forum. Some cynics say 
that NATO’s policy is to make the Warsaw Pact countries spend 
more on defence in order to keep their living standards low, and 
thereby to promote consumer dissatisfaction and unrest and to justify 
high Western military spending for the benefit of the ‘military- 
industrial complexes’. 


Table 11 Defence Expenditure in Socialist and Capitalist 
Countries in 1979 


Defence expenditure 
Country Totalin Asapercentage  Perheadof 
US$ million of GNP population in 
US$ 
Socialist countries 
Bulgaria 720 271 81 
China 46,000 90 46 
Czechoslovakia 2,415 2°8 159 
German D.R. 4,762 6°3 285 
Hungary 900 2:1 84 
Poland 3,496 2°4 99 
Romania 1,259 1-4 57 
USSR 158,000 11-13 600 
Yugoslavia 2,807 5-0 127 
Capitalist countries 
Australia 2,956 28 206 
Canada 3,751 1-7 157 
France 18,776 3°9 349 
F.R. of Germany 24,391 323 396 
India 3,724 39 6 
Japan 10,083 0-9 87 
United Kingdom 17,572 4°9 314 
United States 114,503 5:2 520 


Source. Based on: The Military Balance 1980-1981, London, International Institute 
for Strategic Studies, 1980, pp. 96-7, and author’s estimates. The Institute’s permisson 
to quote is gratefully acknowledged. 


€. Other expenditure. This heading covers miscellaneous types of 
expenditure, such as special emergency assistance out of reserve 
funds, loans or grants to other countries, the servicing and repayment 
of internal and external public debt, etc. 
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D. FINANCIAL CONTROL 


Financial control, as understood in Socialist countries today, has two 
distinct though closely related meanings. In the broader sense it 
involves flexible use of instruments of financial content (prices, 
interest rates, credits, depreciation allowances, taxes, deductions, 
subsidies) to guide the activities of enterprises and other entities 
towards socially desirable goals. This form of control has come to be 
known in the USSR as ‘control by the ruble’, and it is opposed to 
administrative control by directives. This aspect of financial control 
is dealt with in Chs 3,8 C,and I1. 

In the narrower sense, financial control implies a system of super- 
vision and the enforcement of financial discipline in the sphere of 
public finance. It is in this sense that the question of financial control 
is discussed in the remaining part of this chapter. The problem of 
fiscal control is much greater under Socialism than under capitalism. 
In a Socialist economy, the scope of public finance is much greater. 
The budget directly influences the entire process of production and 
social relations; there is little private ownership and little interest in 
protecting property; and, as Soviet experience has shown, anti-social 
elements are as rife today as they were sixty years ago. 

In fact, since about 1960 Socialist countries have substantially 
tightened up control in response to two different types of develop- 
ment. First, contrary to the traditional Marxist dream, there appears 
to be a reawakening of the acquisitive instinct and an increase in 
economic crimes, following de-Stalinization and the greater role 
accorded to material incentives. Thus the increased number of cases 
of vandalism, embezzlement of public funds, illegal operations in 
gold, foreign exchange and bonds, bribery, pilfering in factories, 
smuggling and the like in the USSR led to the strengthening of legisla- 
tion against ‘social parasites’ (1957-65) and ‘property offenders’ 
(1961-2) and the reintroduction of the death penalty (in 1961) for 
economic crimes. 

Nevertheless, the extent of illegitimate and illegal (’anti-social’) 
economic operations has remained surpisingly high in the Socialist 
countries.'? This is in contradiction to Marx’s assertions that 
economic crimes were basically due to the institution of private 
property and the existence of antagonistic social classes, all of which 
would disappear under Socialism. 

Economic abuses are now the subject of systematic study in 
Socialist countries. For example, in Poland a specialized body has 
been established for the purpose — the Institute for the Study of 
Economic Crimes. The second development strengthening financial 
control is the rapid computerization of the Socialist economies as a 
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step towards optimal planning. Computer centres are being 
established for the collection, processing and current control of data 
and of plan implementation, whereby irregularities can be speedily 
detected. 

The exercise of financial control is guided by the following 
objectives: 


(i) to ensure complhiance with the production and financial plan in 
respect of quantity, structure and quality; 

(ii) to prevent the accumulation of capital in socially undesirable 
hands — either private or socialized — and to ensure that the 
allocated funds are utilized;!8 

(iii) to ensure the economical use of resources and to reveal untapped 
reserves in the economy; 

(iv) to determine the extent of deviations from the plan, their causes 
and remedies. 


The machinery through which financial control is exercised, 
although in many respects similar to that in a typical capitalist 
country, has several distinctive Socialist features. The control 
processes are carried out in accordance with the Leninist principle of 
‘democratic centralism’. There is a hierarchical system, in which the 
top controlling body is responsible directly (or indirectly through the 
Council of Ministers, as in the USSR) to Parliament. At the same 
time the masses are also given encouragement and power to act as 
watchdogs and to choose committees and individuals to carry out 
formal inspections and checking. 

Overall financial control is vested either in the special Ministry of 
Control (as in Czechoslovakia and Hungary) or in the State Control 
Commission (as in the German D.R., Poland and the USSR). The 
executive function of control is mostly carried out by the Ministry of 
Finance, which has a specialized auditing network. The State Bank 
and other banks also perform important controlling functions. In 
addition to external control, each government department, branch 
association, enterprise and institution has a distinct internal auditing 
system. 

Paralleling the above set-up is popular control. For example, in 
Hungary there is the People’s Central Control Commission, assisted 
by 232 regional People’s Control Boards. The field work is carried 
out by 25,000 Social Comptrollers, of whom one-third is composed 
of workers and peasants. !? 

The process of financial control involves the examination of the 
correctness and regularity of accounts, the value and punctuality of 
Payments, the size and purpose of expenditure, the costs of the targets 


163 


THE ECONOMICS OF SOCIALISM 


realized, the legality of receipts and expenditure and, above all, the 
degree of compliance of financial operations with the plan laid down. 
The pattern of control falls into three phases: 


a. Preliminary control. At this stage the draft financial plans of enter- 
prises or the estimates of other organizations are examined, and 
corrections are made where necessary. This scrutiny is considered 
valuable because it can prevent waste before it occurs. 


b. Current financial control. This is mostly carried out by banks at the 
time of the financial transactions. The purpose of the control is to 
ensure that the implementation of the plan proceeds smoothly, and 
that the financial and economic processes are carried out on time. 


c. Retrospective control. This is carried out towards the end of the 
financial year, supplemented with quarterly and irregular checks. 
The aim is to verify the purpose and regularity of the operation 
involving finance by checking and analysing accounts and balances. 
Special attention is given at this stage to the measurement of stock 
and the efficiency with which the plan has been implemented. 


NOTES 


| However, with the emphasis shifting to medium- and long-term economic 
planning, there have been some attempts to increase the time range of budgetary 
planning. The first experiment was undertaken in the USSR in 1963. when a two- 
year budget was prepared for 1964 and 1965, and in Poland in 1964 for 1965 and 
1966. W. Karpinski, Zagadnienia systemu budzetowego panstw socjalistvcznych 
(Problems of the Budgetary System in Socialist Countries), Warsaw, PWE, 1965, 
pp. 97-8. 

2 E.g. in Czechoslovakia before the economic reforms. 80 per cent of national 
income passed through the central budget. but then the proportion declined to 
about 65 percent. Z)cie gospodarcze, 21 April 1968, p. 7. 

3 E.g. inthe USSR there are nearly 50,000 local budgets and they are all reflected in 

the State budget. D. A. Allakhverdyan (ed.), Soviet Financial System, Moscow, 

Progress Publishers, 1966, p. 311. 

Karpinski, op. cit., p. 22. 

Op. cit.. p. 60. 

In Poland, which in addition to Yugoslavia has the largest private sector in Eastern 

Europe, only 4 per cent of the budgetary receipts is derived from that sector. 

Karpinski, op. cit., p. 78. 

7 These taxes may be differentiated according to the branch and sub-branch of 
industry, the type of purchasers. the type of individual commodity (quality, 
colour, packaging) and the type of raw materials used. E.g. in Bulgaria in 1968 over 
300 tax rates were reported for leather gloves: the tax rates for macaroni ranged 
from 18-5 to 62°5 per cent (Finansi i kredit, 7/1968, pp. 40-52). However, there is 
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a tendency towards introducing some uniformity. E.g. a uniform rate was recently 
introduced in Poland on the goods exported, while in some Socialist countries 
(such as Czechoslovakia, the USSR and Yugoslavia) exported goods are exempt 
from turnover taxes. 

E.g..M. V. Kolganov, Natsionalnyi dokhod (National Income), Moscow, Izd. Pol. 
Lit., 1959, p. 285. 

Karpinski, op. cit., p. 72. 

Annuarul Statistic al Republicii Socialiste Romania 1979 (Statistical Yearbook of 
the Socialist Republic of Romania 1979), Bucharest, Central Directorate of 
Statistics, 1979, p. 518. 

Mala encyklopedia ekonomiczna (Concise Encyclopedia of Economics), Warsaw, 
PWE, 1962, p. 482. 

M. Weralski, Zagadnienia systemu podatkowego w panstwach socjalistycznych 
(Problems of the Taxation System in Socialist Countries), Warsaw, PWE, 1965, p. 
136; The China Business Review, Nov-Dec. 1980, p. 40. 

Karpinski, op. cit., p. 48. 

ibid. 

Social insurance applies to employed persons, the scheme being financed by con- 
tributions paid by the employing enterprises and institutions (not by the insured) 
and administered generally by trade unions. Social security applies to those 
disabled by war or from birth; this scheme is financed by direct grants from the 
State budget, and benefits are administered by special social security organs. 
Rocznik statystyczny 1980 (Statistical Yearbook 1980), Warsaw, GUS, 1980, p. 
514. 

For authoritative examples of economic crimes in the oldest and most mature 
Socialist country, the USSR, see Staff Study, ‘Economic Crimes in the Soviet 
Union’, Journal of the International Commission of Jurists, Geneva, Summer 
1964, pp. 3-47. G. Grossman, ‘The “Second Economy” of the USSR’, Problems 
of Communism, Sept.—Oct. 1977, pp 25-40; and his ‘Notes on the Illegal Private 
Economy and Corruption’, in US Congress, JEC, Soviet Economy in a Time of 
Change, Washington, GPO, 10 Oct. 1979, Vol. 1, pp. 834-55. 

E.g. in Poland before appropriate measures were taken in 1960, many local 
budgets finished the financial year with a surplus of up to 90 per cent because local 
authonities just left the allocated funds unspent. See Karpinski, op. cit., p. 138. 

A. Iwanka, Kontrola finansowa w panstwach socjalistycznych (Financial Control 
in Socialist Countries), Warsaw, PWE, 1966, p. 112. 
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CHAPTER 13 


Domestic Trade 


A. THE STATUS AND ORGANIZATION 
OF TRADE 


The importance attached to trade by the authorities in Socialist 
countries has never been great because it is considered that its con- 
tribution to material production is limited (see Ch. 4 A). While 
transport, storage and packaging are accepted as a continuation of 
production, the processes of selling goods to wholesale and retail 
organizations and to final users, keeping records and handling pay- 
ment settlements are regarded as non-productive. In other words, 
only the former add to the value of the products, while the latter 
merely involve changes in ownership.! 

Consequently, compared with capitalist countries, the trade 
network and services are poorly developed. The average pay of the 
personnel in trade is about 15 per cent below the national average (see 
Table 7, p. 107). Trade is accorded inferior treatment in the alloca- 
tion of social amenities, housing, cost-free holidays, etc.2 The 
purpose is not only to save on resources but also to attract superior 
labour to priority industries. The social status of trade as an occupa- 
tion is low. According to a study carried out in Poland, on a scale 
divided into 29 occupations, trade ranked as 26; only unskilled 
builders’ labourers, charwomen and unskilled agricultural labourers 
were ranked lower.? 

Trade margins are usually less than 10 per cent of the retail price, 
compared with about 30 per cent common in the West. The 
proportion of investment channelled to trade is 2-4 per cent, while 
the proportion in Western countries ranges from 8 to 20 per cent.4 
Even in Czechoslovakia, commercially the most developed Socialist 
country, the floor space per 1,000 residents is less than 200 square 
metres, which contrasts with the average of over 370 square metres in 
Western Europe.’ The proportion of the working population 
employed in trade in Socialist countries is only about 6 per cent, 
compared with 10-15 percent in the West.® 

Retail shops are relatively few and understaffed; the morale of the 
personnel is low; and staff turnover and absenteeism are high. For 
example, in Poland over the period 1964-7 one-half of the personnel 
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employed in State trade was changed and, what is more disquieten- 
ing, retail shops had to be closed on the average for twenty-eight 
working days a year.’ One has to visit Eastern Europe to believe how 
small is the range of goods and how poor the service. It is not 
surprising, therefore, that, as Socialist economists like to point out 
with pride, the costs of distribution under Socialism are low. Thus in 
the USSR retailing costs represent about 6 per cent of the value of 
trade turnover, while in the F.R. of Germany, the UK, and the USA 
the proportions range from 22 to 33 percent.’ 

Socialist domestic trade is concerned almost exclusively with 
consumer goods. Its sphere of operation is limited to the purchase of 
such goods from industry, agriculture and foreign trade corporations, 
and sales to and through shops and to the establishments of collective 
feeding (restaurants, factory canteens, communal kitchens, etc.). In 
each country there is a separate Ministry of Internal Trade 
responsible for the planning and co-ordination of domestic trade.? It 
is assisted by regional trade associations, and these are usually further 
subdivided into specialized urban and rural distributing centres. 
Centrally controlled Inspection Squads, and local trade unions, 
consumer protection societies and housewives’ associations parti- 
cipate in the supervision of retail shops, but in the past their work did 
not produce much improvement in service. 

Socialist trading activities are based on the social ownership of the 
means of production. Supplies are obtained mostly from socialized 
entities, and trading enterprises themselves are State or 
co-operatively owned. All wholesale trade is socialized, but a small 
proportion of retail trade is still in private hands.'® As with other 
branches of the economy, trade is integrated into the general 
economic plan. The overall trade network, investment, finance 
(including consumer credit), trade margins, employment, training 
and wage scales are all centrally determined or regulated. 


B. THE RELATION BETWEEN PRODUCTION 
AND DISTRIBUTION 


Trade provides a link between production and consumption. But the 
role of this link in the Socialist economy is different from that in a 
market economy because in the former both production and con- 
sumption are centrally planned. In consequence, trade is not 
necessarily an effective transmitter of consumers’ preferences to 
producing enterprises, and in turn it cannot be used by such enter- 
prises to market merely the commodities which are convenient or 
profitable to them. 
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It does not mean that trading enterprises enjoy independence. On 
the one hand they are used by the central authorities to implement 
the predetermined consumption plan. On the other, should dis- 
crepancies occur between production and consumption in the course 
of plan fulfilment, the trade network is used to assist in adapting the 
latter to the former. 

The insulation of consumption does not have to be achieved by 
directives. It can be ensured by manipulating turnover taxes, 
whereby retail and producers’ prices can move independently ofeach 
other. Thus if the demand for a particular product increases, the 
authorities increase retail prices, but the increase is not necessarily 
reflected in higher prices paid to producers or higher trade margins to 
trading enterprises, but absorbed by the State in the form of a higher 
turnover tax. As the profitability of the producing enterprises is not 
affected, there is no responsiveness of production to consumption, 
and yet equilibrium in the consumer goods market is preserved. If 
planners decide to increase the consumption ofa particular article, its 
retail price is reduced and its producers’ price increased, while the 
turnover tax 1s diminished. 

While the insulation of consumption from production can be 
justified in the earlier stages of Socialist industrialization, its dis- 
advantages have become patent enough to economists and political 
leaders for many years now. This system led in the past to what is 
known as ‘fetishism of production’, when producers were only 
interested in fulfilling quantitative targets, irrespective of the demand 
for such goods. The effect was the piling up of stocks of unsaleable 
goods side by side with shortages of other goods, especially those of 
higher quality.!! 

In the Socialist economy, the power to determine production 
cannot be unreservedly handed over to the consumer (see Ch. 6 D). 
But it is now widely agreed that within the broadly planned frame- 
work, the structure of production in the consumer-goods sector 
(Department II) should correspond to consumers’ preferences. To 
ensure this, conditions would have to be created to enable and induce 
the trade network to act as an effective transmitter of consumers’ 
needs and changing tastes, and the producing enterprises would have 
to respond accordingly. The reforms initiated in Socialist countries 
since the 1960s (since the early 1950s in Yugoslavia) represent 
several steps in this direction. 

There is a tendency for a higher share of investment to be allocated 
to trading enterprises, for an improvement in the conditions of work 
for personnel and for greater importance to be attached to com- 
Mercial training. The acceptance of profit as the criterion of 
enterprise success and as a basis for material incentives to staff 
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personnel, together with flexible and differentiated trade margins, 
combine the interests of the trading enterprises, the consumers and 
society. 

As a rule, trading enterprises now have the power to refuse to 
accept goods not corresponding to the specifications and quality 
indicated in the contract. Improved systems of penalties have been 
introduced, whereby producing enterprises and transport agencies 
are fined for the non-fulfilment of contracts, delays and negligence. !? 

As a result of decentralization and an increased capacity for self- 
financing, producing enterprises have acquired a greater ability and 
inclination to produce what the consumer wants. Quantitative 
fulfilment (or over-fulfilment) of targets has been largely discarded in 
favour of output actually sold. Enterprises now have their own 
‘development fund’ providing them with some scope for taking 
independent decisions to respond, within limits, to current and 
anticipated market demand. 


C. SELLER’S AND BUYER’S MARKETS 


In contrast to capitalist countries, Socialist economies have been 
continuously saddled with seller’s markets noted for an excess of 
aggregate demand over supply of consumer goods at the official 
prices, and the consequent privileged and dominant position of 
producers and distributors over consumers. There are many deep- 
seated reasons for this state of affairs on both the supply and the 
demand sides. 

Insufficient supply can be explained by: (i) planning for high 
investment at the expense of current consumption to maintain high 
rates of economic growth; (ii) balancing with unduly low (or no) 
reserves; (iii) strictly controlled imports and the priorities given to 
exports; (iv) irregularities in the supply of inputs (‘unfulfilled 
targets’); (v) official reluctance to commit more resources to 
distribution. On the demand side we may mention such contribu- 
tory causes as the lack of sufficient correlation between the 
production of consumer goods and the growth of the wage fund and 
social consumption, changing tastes and the official desire to 
maintain price stability. Queues, low quality and a small range of 
goods and indifferent or rude service in shops are stil] familiar 
features that hit a visitor to Eastern Europe even today. 

There is still rationing of housing, cars and many other consumer 
durables and of foreign travel (especially to capitalist countries) in 
the form of long waiting lists. But even many small items of domestic 
use are still in insufficient supply. According to an investigation, the 
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proportions of unsatisfied demand for selected items in Poland in 
1966 were as follows: sugar tongs, 85 per cent; bath soap holders, 83 
per cent, cabbage shredders, 78 per cent; soup cups, 58 per cent, 
baking tins, 52 per cent; egg spoons, 50 per cent; strainers, 50 per 
cent; nail scissors, 40 per cent; and so on.!3 

While sellers’ markets were reluctantly tolerated in the past as a 
necessary sacrifice during the periods of postwar reconstruction and 
accelerated industrialization, their liabilities are now recognized not 
only by consumers but also by many economic writers, 
administrators and political leaders. Buyer’s markets and high rates 
of economic development are not necessarily mutually exclusive. In 
fact, the waste produced by seller’s markets in some respects slows 
down growth. ‘The analysis of the conditions and ways of developing 
buyer’s markets in a Socialist economy’, concluded a Polish 
economist, ‘inspires optimism. There are no significant barriers to 
the creation and operation of such a mechanism. The difficulties seen 
are of a subjective nature."'4 The same economist also pointed out 
significantly, ‘In a Socialist economy a buyer’s market would remove 
the basic contradiction between the quantitative maximization ofthe 
National Product and the optimum utilization of resources from the 
standpoint of social benefit.”'5 

There is no need to fear that buyer’s markets will produce adverse 
social contrasts, because under Socialism income disparities are not 
large. Some Socialist economists, such as W. Brus (of Poland), E. 
Liberman (of the USSR) and Ota Sik (of Czechoslovakia) advocated 
so-called ‘shallow buyer’s markets’, with only a slight excess of 
supply over demand to stimulate improvements in the structure of 
production and the quality of commercial service. '® 

The need for buyer’s markets is paralleled by an improved capacity 
of the more developed Socialist economies to evolve such markets for 
consumer goods. The high level of investment in the past has laid 
down foundations for a solid industrial base, which is starting to yield 
widespread benefits now. Productivity is rising rapidly and the 
Socialist leadership is now more inclined to respond to public 
pressure for better living. There has been a trend towards increasing 
the proportion of national income for current consumption, and the 
discrepancy between the rates of growth of the means of production 
and the means of consumption has tended to decline (see Ch. 6 A). 
_ The production of many consumer durables has been substantially 
increased in recent years and is likely to rise faster in the future. The 
growing stocks of some consumer goods indicate that shortages are 
not as widespread as they used to be.'’ Buyer’s markets are develop- 
ing, especially in the private sector, which is being rejuvenated and 
where the State sector is open to competition from small private 
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producers, as in fruit and vegetable growing and preparation, 
catering, fashion and children’s footwear, various handicrafts, 
clothing, haberdashery, sports goods and cosmetics. The authorities 
appear to accept changes in fashion as legitimate consumer needs 
because they have ‘a deep sociological and psychological justifica- 
tion’.'8 The traditional divorce of production from distribution, 
which resulted in the enterprises being exclusively interested in 
producing large quantities and not necessarily in the suitability of the 
articles is now being replaced with closer links between industry, 
trade and consumers (see Part B of this chapter). 

These encouraging developments are paralleled by the growing 
liberalization of foreign trade in consumer goods. The former tight 
monopoly of imports held by the foreign trade corporations is being 
relaxed so that the right of imports is being extended to industrial 
enterprises, co-operatives and internal trading enterprises. Licences 
are freely granted for exchanges of consumer goods not involving 
foreign exchange expenditure, especially with other Socialist 
countries. A substantial increase of exchanges of industrial 
consumer goods has taken place in recent years among CMEA 
countries, and further expansion in the near future is a certainty. The 
authorities are also responding to the demands by local consumers 
and to the pressure from capitalist countries to admit more and more 
quality consumer goods. 

Other recent developments strengthening the cause of buyer’s 
markets may be briefly stated. Official blessing and active encourage- 
ment is given to regional co-operative councils, housewives’ 
associations and consumer advisory committees which champion the 
cause of the consumer.!? The daily and periodical press in many cases 
now proves to be an effective medium for publicizing shortages, 
abuses by enterprises and even official incompetence, as a result of 
which deficiencies are often rectified. Besides, the authorities are 
attaching increasing importance to market research and advertising, 
which we shall consider next. 


D. MARKET RESEARCH AND ADVERTISING 


The orthodox view of market research and advertising under Social- 
ism could be reduced to disinterest and indeed contempt. These 
practices were regarded as hallmarks of the higher stages of 
capitalism, noted for an insufficiency of effective demand and for 
fierce struggles amongst greedy monopolies for markets. It was 
generally accepted that under central planning both production and 
distribution are systematically planned, there is no shortage of 
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demand and thus there is no need, or scope, for demand creation. 
Market research and advertising not only represent social waste of 
resources, but could in fact lead to unplanned changes in consumer 
demand and the disruption of the overall economic plan. 

This attitude, although warranted in the early stages of the in- 
dustrialization drive, has been largely dropped since the early 1960s. 
It is now generally agreed that both market research and advertising 
can perform useful functions for planners, producing and trading 
enterprises and for consumers. The importance being attached to 
marketing is indicated by the dozen or more major conferences held 
under the auspices of CMEA in the latter 1960s on such problems as 
consumption models, methods of demand analysis, the development 
of buyer’s markets, stocks and warehousing, sales promotion and 
economic forecasting and prognoses. In 1965 the CMEA countries 
held an advertising exhibition in Warsaw, and another was staged in 
Moscow in 1968. The authorities have created or revitalized such 
bodies as market research institutes, commodity study associations, 
standards commissions and testing (including tasting) centres. 2° 

It is widely recognized that market analysis is indispensable in the 
higher stages of Socialist development, characterized by decentral- 
ized decision-making and a greater concern for consumers’ 
preferences. The planning of consumption models can be greatly 
improved if they are based on systematic studies of the factors 
affecting consumers’ preferences. The greater independence of 
decision-making at the operational level, the profit criterion and the 
developing buyer’s markets are placing Socialist producing and 
trading enterprises in a similar position with regard to sales 
promotion as firms in capitalist countries. 

‘A rare book about the despicable methods of foreign intelligence 
agents. Unforgettable scenes from the life of an exotic Oriental land. 
Spies wear masks. Foul play.’?! This is not a case of bourgeois trickery 
to cheat a poor unsuspecting reader but an advertisement by a Soviet 
bookshop, quoted in the official organ of the Supreme Soviet in 1965 
as a good example of sound sales promotion. Which way the wind 
was blowing was further indicated by advice tendered by the organ of 
the Communist Party of the Soviet Union: ‘Advertising is a broad 
rewarding field of work for the poet, the writer and the artist.’ 

Since that time great strides have been made in advertising. In 
addition to window-dressing and merchandise displays, advertise- 
ments are now common in the press, on radio and television, in 
cinemas and through the medium of attractive packaging and neon 
signs. Advertising is considered to be rendering two important social 
functions. First, informative advertising enables the consumer to 
make a more rational choice in spending his income. Secondly, the 
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judicious use of persuasive advertising is a tool of ‘consumer 
education’ and ‘consumption steering’, whereby on the one hand 
consumers’ preferences can be adapted to socially desirable planned 
patterns, and on the other unwanted stocks of goods can be easily dis- 
posed of.23 It can be seen that in this respect, as a Socialist economist 
pointed out, ‘the utilization of advertising has incomparably greater 
significance in a planned than ina capitalist economy’.”4 

Further evidence of the new approach to advertising is provided by 
the fact that foreign, including capitalist, firms are now allowed to 
advertise in Socialist countries in the daily press, in magazines, 
technical journals, trade directories and in some countries even on 
radio and television.2> The condition of acceptance is that it must be 
‘informative and intelligent’ rather than demand-creating, and it is 
mostly limited to producer goods. A very effective means of foreign 
advertising is provided by trade fairs and exhibitions which have 
become of inestimable value in promoting East-West trade (see 
Ch. 15 A). 

However, it must be realized that market research and advertising 
under Socialism cannot be left to anonymous market forces. They are 
carried out on a planned and centrally co-ordinated basis to 
maximize social, not private or merely microeconomic, benefit. 
They are used as instruments for consumption-steering and for 
promoting market equilibrium consistent with social production 
goals. As to advertising, it can never become as lavish and persuasive 
or as deceitful and wasteful as under capitalism. 
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Foreign Trade 


A. THE ROLE AND ORGANIZATION 
OF FOREIGN TRADE 


Up to Stalin’s death (1953) the foreign trade of Socialist countries was 
dominated by national autarkic ambitions.' This attitude was con- 
ditioned by such factors as the wide fluctuations in capitalist markets 
to which these countries had been exposed under pre-communist 
regimes, the hostility of the Western countries (including the strategic 
embargo initiated in 1947), and the desire for industrialization to 
achieve a balanced economic structure in traditionally agricultural 
countries. The newly established Socialist States uncritically adopted 
the Soviet model of self-sufficiency. Under these conditions trade was 
essentially regarded as a necessary evil to facilitate the industrializa- 
tion programme, a means of obtaining machinery and other equipment, 
while exports were looked upon as a sacrifice to pay for such imports. 

Although these sentiments are still present, the ideal of autarky has 
been gradually forsaken officially since the mid-!950s. Even the 
USSR, which has the greatest potential for self-sufficiency of all 
countries in the world, has been increasingly turning to foreign trade. 
Her interest has been nourished partly by political motives, but trade 
is also recognized now as an important means of economizing 
resources through international specialization and as a channel for 
the incorporation of the latest technological achievements in the 
West into her otherwise unsophisticated industrial structure. 

The economic need for trade has been felt, of course, much more 
strongly by other Socialist countries which have a narrow raw 
material base and small domestic markets. There is probably no 
other more nationalistically minded Socialist country than Romania, 
but a Romanian expert on international trade recently concluded: 
‘foreign trade appears to us as an indispensable avenue for promoting 
technological progress, which in turn constitutes an organic factor for 
the development of international exchanges and economic co- 
Operation’.? The virtual cessation of the Cold War since 1963 and 
the recent economic reforms have greatly enhanced the role of 
foreign trade in Socialist countries. 

The growing interest of the European Socialist countries in foreign 
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trade is indicated by their increased share in world trade, which is 
higher today, 8 per cent, than it was in 1948, viz. 5 percent (see Table 
12, p. 179). However, viewing their trade in the world scene, the 
participation of the Socialist countries is conspicuously low even 
today. Although these countries represent nearly 20 per cent of the 
world area, and they claim to be producing 37 per cent of the world’s 
industrial output,3 they contribute only 8 per cent of world trade. But, 
contrary to what is often said in the West, this low participation is not 
due to Socialism. These countries’ share in world trade was also low 
before World War II -only about 6 percent. 

The institutional framework in foreign trade is vastly different 
from that in a typical capitalist economy.‘ In each Socialist country 
(Yugoslavia excepted) there is a State foreign trade monopoly (to the 
exclusion of private traders) ‘made necessary by the political nature 
of international exchanges and by the specific needs of the Socialist 
economy’.® The State monopoly is exercised, as a rule, through a 
separate ministry of foreign trade.’ 

Actual foreign trade activities are, exclusively or mostly, carried on 
by specialized foreign trade corporations. Their number varies from 
country to country — from 6 in Albania, 36 in Bulgaria and 48 in 
Czechoslovakia to 62 in the USSR, 67 in Poland and 82 in Hungary. 
Each corporation usually has the exclusive right to export and/or 
import a defined class of goods. It is normally a large organization, 
and as such it can be in a strong bargaining position in dealing with 
small unorganized capitalist traders. For example, the annual value 
of trade handled by average foreign trade corporations in the USSR, 
Czechoslovakia and Poland exceeds $2,000m., $600m. and $500m. 
respectively (as of 1980).8 

The economic reforms since the early 1960s (since 1952 and again 
since 1965 in Yugoslavia) have introduced some elements of 
decentralization. The corporations have been granted greater 
independence, and profit (where practicable, in terms of foreign 
exchange) has been accepted as the main criterion of their 
performance and the basis for bonuses for the personnel. 

Of greater consequence is the fact that branch (or industrial or 
economic) associations, selected enterprises (especially those 
producing for export), and even some domestic trading enterprises 
have been granted the right to deal direct in foreign markets.’ This 
reorganization has gone furthest in Bulgaria, the German D.R., 
Hungary, Poland, Romania and, of course, Yugoslavia, but it has 
hardly touched the Soviet foreign trade set-up.'° In Bulgaria only 
one-half of imports is now handled by the foreign trade corporations, 
while in Yugoslavia since the beginning of 1967 every enterprise has 
had complete freedom ofexport.'! 
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As a result of this growing trend for combining production and 
trade, the former rigid central control by the ministries of foreign 
trade has been relaxed, and it is now shared with production 
ministries and branch associations. The tendency is to reserve to the 
ministry of foreign trade only the overall co-ordination of exports and 
imports in accordance with the economic plan. 

In addition to the entities discussed above, in each Socialist 
country there is a chamber of commerce and one (or more) foreign 
trade arbitration commission. In contrast to capitalist countries, 
Socialist chambers of commerce are concerned with foreign trade 
only; the Soviet and Yugoslav chambers are exceptions in so far as 
they handle domestic trade as well. The foreign trade arbitration 
commission is attached to its national chamber of commerce, and its 
responsibility is limited to settling disputes in foreign trade only.'!? 
The Socialist system differs from that prevailing in capitalist 
countries, where foreign trade disputes are handled by ordinary 
courts, or by ad hoc arbitration tribunals, or by the International 
Court of Arbitration attached to the International Chamber of 
Commerce in Paris. 


B. REGIONAL DISTRIBUTION AND TRENDS 


The regional distribution of the Socialist countries’ foreign trade is 
presented in an historical setting in Table 12. As has already been 
observed, the share of these countries in world trade has never been 
large — well below what one would expect from their area and 
industrial output (see Table 15, p. 211). However, these countries 
cannot be accused of autarkic tendencies after the Korean War, since 
when the value of their trade has been rising faster (on the average 16 
per cent p.a. over the period 1953-80) than that of the capitalist 
world (12 percent p.a.).!3 

As far as trade among the Socialist countries is concerned, it is 
possible to distinguish two stages since World War II. Up to 1954 
there was a gradual diversion of trade into intra-Socialist channels, so 
that in 1953 over two-thirds of their foreign trade was within the 
group. Common ideology, geographical proximity and the difficulty 
of earning foreign exchange in capitalist countries have favoured 
mutual trade. Although this drive was already obvious in the early 
Postwar years, it was further accelerated by the Western strategic 
embargo (after 1947), the formation of the Council for Mutual 
Economic Assistance (1949) and the Korean War (1950-3). 

Since that time, although the absolute value of intra-trade has been 
well maintained, its proportion of total trade has tended to decline to 
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Table 12 Regional Distribution of the European Socialist 
Countries’ Foreign Trade,' 1938-79 


Intra Tradewith Trade with Trade with 


Total value foreign the Asian Western developing 
Year (at current prices) trade Socialist countries} countries‘ 
countries? 
AS a per- 
InUS$m. centageof Asapercentage ofthe European Socialist 
world countries’ total foreign trade 
trade 
1938 3,010 6 13 2 74 10 
1948 6,050 5 46 3 40 8 
1953 12,670 8 68 14 15 3 
1960 25,890 10 60 1] 20 10 
1965 38,740 10 64 3 21 10 
1970 58,980 9 64 3 24 9 
1971 63,660 9 63 3 24 10 
1972 76,980 9 63 3 25 9 
1973 104,150 9 57 2 29 11 
1974 139,290 8 48 2 31 ll 
1975 162,890 9 55 2 31 ll 
1976 171,160 9 54 2 3t 12 
1977 194,730 9 56 2 29 13 
1978 226,030 9 58 2 28 12 
1979 259,898 8 54 2 31 13 


' The countries included: Albania, Bulgaria, Czechoslovakia, the German D.R., 
Hungary, Poland, Romania, the USSR. Yugoslavia is excluded because her trade has 
followed different trends; in accordance with the UN classification, she is treated as part 
of developed countries. Similarly, Cuba is treated here as a developing country 
throughout the period. 

2 China, Mongolia, D.P.R. of Korea, Vietnam. 

3 North America, Western Europe (including Yugoslavia), Japan, Australia, New 
Zealand, South Africa. 

4 Other than Socialist and Western countries, but Cuba is included. 

5 The total foreign trade figure includes trade of unknown destination, so that the 
four component percentage figures do not necessarily add up to 100. 


Source. Based on United Nations sources: Yearbook of International Trade 
Statistics and Monthly Bulletin of Statistics. 
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well below 60 per cent. On the one hand, the solidarity of the group 
has been weakening owing to increasing political—national differ- 
ences and the relaxed Soviet grip over the satellite countries. On the 
other, for economic as well as for political reasons, trade with 
capitalist countries has become more attractive (for further details, 
see Ch. 15C, D). 

The group’s trade with other Socialist countries'* has never been 
large, except during the Korean War, when the proportion reached 
was 14 per cent. However, the Sino-Soviet dispute has adversely 
affected the trade between the two groups since the early 1960s, so 
that the share of the European Socialist countries’ trade now claimed 
by the Asian group has been reduced to 2 percent. 

Although before World War II the present developed capitalist 
countries claimed three-quarters of the Socialist group’s trade, the 
share has been drastically reduced since the war. The proportion 
declined to 15 per cent during the Korean War, largely on the 
initiative of the Co-Com and other co-operating countries, through 
the administration of strategic export controls.'5 Since the Korean 
War the role of Western countries has been steadily increasing and 
they now claim nearly one-third of the group’s total trade. Both sides 
have displayed increasing interest in expanding East-West trade. 
Socialist countries have found that as they reach the higher stages of 
economic development, their need for trade with the highly 
industrialized countries of the West does not diminish but, in fact, 
increases. They want sophisticated instruments, machinery and even 
complete plants containing advanced technology. Moreover, these 
countries have found it necessary to import large quantities of grain. 

Trade with developing countries slumped to insignificance during 
the Korean War, but since then it has been expanding most remark- 
ably. On the one hand, in the East-West competition the 
uncommitted nations of the Third World appeared (to the USSR in 
particular) an obvious sphere of ideological and political influence. 
On the other, the growing industrialization in Socialist countries has 
been creating both an increasing need for imports of raw materials 
and the capacity for the export of manufactures. 


C. PRICES,EXCHANGE RATESAND TARIFFS 


|. PRICES 


In dealing with capitalist traders, Socialist countries trade, as a rule, 
at the prices prevailing in world (capitalist) markets. The actual 
Prices paid or received may depart from current levels in the case of 
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long-term contracts, when prices may be agreed upon in advance, 
irrespective of subsequent changes. On the whole, there is evidence to 
suggest that Socialist countries often receive lower than world prices 
on their exports to capitalist nations (owing to various forms of dis- 
crimination encountered and to poor marketing techniques), while 
on very large purchases (typical of the foreign trade corporations) 
they may pay lower than world prices. 

As has been shown in Ch. 10, Socialist countries have not so far 
worked out a practical system for rational price determination. The 
criteria for pricing differ in each country, and they may change from 
time to time. Consequently, even in trade among themselves these 
countries have found it necessary to use capitalist prices. In practice, 
the CMEA countries adopt the average prices prevailing during a 
selected period and make various adjustments for transport costs and 
other conditions peculiar to the region.'® For example, the prices 
used over the period 1966-70 were based on the average world 
market prices which prevailed during 1960-4; since January 1975 
the average of the preceding one-three years, adjusted annually, has 
been adopted (see Ch. 15 D). 

Traditionally, there has been an almost complete insulation of 
domestic from foreign prices. This policy has been conditioned by 
practical considerations to prevent disruptive fluctuations originat- 
ing from foreign, particularly capitalist, countries. Thus foreign trade 
corporations have normally paid domestic wholesale prices to the 
enterprises producing for export, irrespective of the prices received in 
foreign markets. At the same time, imported goods have been sold in 
the domestic market at the prices of the nearest domestically pro- 
duced substitutes, irrespective of the prices paid in foreign markets. 

Although this insulation in essence still prevails in most Socialist 
countries, there has been a growing tendency to link domestic with 
foreign prices, especially in the sphere of internationally traded 
goods. This has been almost completely achieved in Yugoslavia and 
to a considerable extent in Czechoslovakia and Hungary. In the 
remaining countries the enterprises producing for export now receive 
prices from the foreign trade corporations in accordance with those 
actually obtained in foreign markets. Bonuses to the personnel 
engaged in foreign trade are no longer based on accounting ‘profits’ 


arising out of the domestic pricing anomalies but on net foreign 
exchange earned or saved. 


2. EXCHANGE RATES 


In market economies, exchange rates normally relate domestic to 
foreign prices, and they roughly indicate the purchasing power of the 
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national currency in terms of foreign currencies. Exchange rates 
directly determine the profitability of foreign trade, and they largely 
influence the size and direction of trade. Although the currencies of 
the European Socialist countries (except Albania) are defined in gold 
for the purposes of official exchange rates, this fact is of little practical 
consequence. These rates are not indicative of the purchasing 
power of the Socialist currencies and none, with the partial excep- 
tion of the Yugoslav dinar, is convertible. The size of Socialist 
foreign trade is determined directly on a planned basis in which 
(with the exception of Yugoslavia) the exchange rates are of little 
relevance. The official rates applicable to visible trade exaggerate 
the value of the Socialist currency in terms of convertible capitalist 
currencies. 

All the Socialist countries in one way or another administer 
multiple exchange rates — up to seven different rates (and in some 
cases in the past the number was even higher). In addition to the 
official basic rate(s), there is usually a tourist rate (which may be 
further differentiated according to the currency area and the amount 
of the foreign currency exchanged) and a remittance rate (hard 
currency transmitted to private persons in the Socialist country in 
non-commercial transfers). All these rates are unilaterally fixed by 
the government and they still differ from an equilibrium rate, as 
indicated by the existence of a black market rate. Thus in Poland as of 
1981, the exchange rates in zfotys to US $1°00 were: the official basic 
rate — 3°32, the ‘special’ commercial rate — 32°70, the tourist rate — 
70°00, the remittance rate — 120°00, while the black market rate 
oscillated around | 30°00. 

The disadvantages of the absence of equilibrium exchange rates 
have long been recognized in Socialist countries. So far only Yugo- 
slavia has adopted equilibrium exchange rates (since 1965), and she 
regularly publishes her international reserves (being a fully fledged 
member of the International Monetary Fund). In other Socialist 
countries strict direct controls are still considered to be the only 
practical way of ensuring a balance-of-payments equilibrium. 
Hungary and Czechoslovakia have recently taken steps gradually to 
evolve ‘realistic’ exchange rates. But this requires a good deal of 
structural readjustment in the economy. 


3. TARIFFS 


In a centrally planned economy tariffs do not perform such an 
important function as in a market economy. Under Socialism there 
are more direct and effective methods of protecting domestic 
industries and collecting State revenue. Administration of tariffs 
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involves a waste of manpower and other resources and is, in a sense, 
pointless, considering that payments are made by one State 
instrumentality to another. Besides, the flow of trade can be shaped 
directly on a planned basis. Up to the late 1950s (early 1950s in 
Yugoslavia) tariffs were, in fact, practically non-existent. 

However, the Socialist attitude to tariffs has changed since that 
time. First, economic integration in Western Europe (EEC and 
EFTA), followed by similar schemes in other parts of the capitalist 
world, has led in effect to tariff discrimination against non-member 
countries. Consequently, Socialist countries decided to revive or 
introduce two-column tariffs in order to be able to reciprocate tariff 
concessions. 

Secondly, as a result of the economic reforms greater reliance is 
placed on motivational rather than directive means, and tariffs are 
more consistent with decentralized management. Czechoslovakia (a 
founder member), Hungary (since 1973), Poland (since 1967), 
Romania (since 1971) and Yugoslavia (since 1966) are members of 
the General Agreement on Tariffs and Trade. Officially, Angola, 
Benin, the Congo, Cuba, Guinea-Bissau, Kampuchea, Mozambique, 
and the D.P.R. ofthe Yemen are also members, and China is reported 
to be interested in joining too. 


4. FOREIGN TRADE EFFICIENCY CALCULATIONS 


Owing to the distorted price structures, disequilibrium exchange 
rates and the insulation of the domestic from foreign markets, Social- 
ist countries (with the exception of Yugoslavia and partly of 
Hungary) have no automatic mechanism for ensuring the most gain- 
ful flow of foreign trade. To overcome this disability, since the early 
1950s these countries have been pursuing systematic studies of 
foreign trade efficiency under Socialist conditions. 

A number of formulae have been devised whereby it is possible to 
compare the foreign trade effectiveness of different exports, imports 
and relevant investments. This analysis, which has reached a high 
degree of sophistication, was applied for the first time on a systematic 
basis to work out the foreign trade plans for 1966-70 and to integrate 
them with the overall plan. In the practical conduct of foreign 
trade, the calculations of effectiveness are applied to most exports, 
while imports are largely predetermined to fulfil developmental 
targets. 

Some formulae used in the past were quite complex and interesting 
from the theoretical point of view, but of little practical value.'’ An 
example of a simplified index to calculate the foreign-exchange 
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efficiency of exportables, actually in use in Poland after experimenta- 
tion with other formulae, is given below. 


Dy 
IFEX=——— 
Pfe: Er 
IFEX = index of the foreign-exchange effectiveness of export; 
Dv _=domestic value in domestic currency based on production 
costs; 
Pfe = price obtainable in foreign-exchange zlotys; 
Er  =coefficient of exchange showing the relation between the 
zloty in domestic circulation and the foreign-exchange 
zloty. 


Source. Zycie gospodarcze, 18 Jan. 1981, p. 3. 
D. PAYMENTS 


Socialist countries have always suffered from shortages of foreign 
exchange. The contributing causes on the demand side include the 
growing need for imports of machinery and industrial equipment 
created by the planned rapid industrialization, the non-fulfilment of 
targets (which have to be made good by imports), the low quality of 
domestic production and unsatisfied consumer demand. At the same 
time, on the supply side, the development is not usually geared to 
building up export capacity; the prevailing seller’s markets at home 
reduce the inclination to export; and, besides, Socialist exports are 
confronted with various forms of discrimination in capitalist 
markets. 

Most Socialist countries keep the size of their international 
reserves secret. But there are reasons to believe that, with the possible 
exception of the USSR, they are very small.'® This being the case, 
Socialist imports, particularly from capitalist countries, are subject to 
fluctuations conditioned not by the instability of demand for imports 
but by fluctuating export earnings, the ease of obtaining foreign 
credits and the low reserves held. Faced with continuous pressure on 
their balance of payments, Socialist countries administer the strictest 
form of exchange control. Trade with capitalist nations is carried on 
exclusively in Western currencies, mostly in sterling and US dollars. 
Within the CMEA region, the Soviet ruble is used for statistical 
purposes and partly as a means of settlement. 

Largely as a consequence of the inconvertibility of their currencies 
and of the foreign exchange problems, Socialist countries are noted 
for their preference for bilateralism. They endeavour to balance their 
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imports and exports with each trading partner annually. To facilitate 
the integration of foreign trade into the overall economic plan, they 
prefer to sign bilateral trade agreements with governments (or 
chambers of commerce, in the absence of diplomatic relations). The 
agreements may cover periods from two to six years, and are sub- 
sequently supplemented with more specific annual trade protocols. 

Such agreements usually indicate the total value of trade, the broad 
classes of goods to be exchanged, the method of payment and other 
conditions, such as tariffs, transport, the exchange of trade missions, 
the settlement of disputes, etc. In relations with other Socialist 
countries (especially those within the CMEA group), these agree- 
ments are quite detailed and they carry firm commitments as to 
deliveries and purchases of specified items by specified dates. The 
agreements with capitalist countries are now less specific, mostly 
indicating intentions to exchange broad classes of goods (‘umbrella 
agreements’). Only signed contracts are legally binding. 

Trade among all Socialist countries is on a bilateral agreement 
basis, but not necessarily with all capitalist countries. In trade with 
the latter countries there has been a tendency towards dropping 
bilateralism in favour of multilateral settlements in convertible 
currencies. Thus in 1968 the nine European Socialist countries had 
390 bilateral agreements in force, but by 1980 their number had 
declined to less than 130.!9 

In their trade among themselves the Socialist countries have as a 
rule been planning for bilateral balancing, i.e. the equality of exports 
and imports, if we disregard the small amount of grants and credits 
(and reparations before 1955, mostly payable to the USSR). The 
disadvantages of trading on such a basis have been long recognized, 
and as a move towards the multilateralization of their trade the 
CMEA countries established the International Bank for Economic 
Co-operation in 1963. Each member country has a clearing account 
with the Bank and is supposed to balance its trade annually with the 
group asa whole, not bilaterally. In other words, a trade surplus with 
one member country can be used, under certain conditions, to offset a 
deficit with another, and this is carried out by means of the ‘transfer- 
able ruble’. 

However, these operations are possible only if they are planned in 
advance or if the partners concerned agree. The point is that credit 
balances with some countries are less useful than with others. Con- 
sequently, the ruble so far is not only inconvertible (into gold or hard 
currencies) but not even automatically transferable. Although the 
recent economic reforms are expected gradually to create conditions 
for rational and linked price structures and realistic exchange rates, 
the road to multilateralism will be long and arduous.?° 
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In trade with capitalist countries, bilateral balancing has been less 
common. In fact, some currency areas (especially the Sterling Area 
and the European Payments Union in the past and, more recently, 
the European Monetary System) have been treated by the Socialist 
countries as convenient reservoirs for multilateral settlements. Since 
the early 1970s the group as a whole has been incurring trade deficits 
with Japan, the USA, Latin America, Australia and New Zealand, 
Canada and the European Economic Community. But the group 
normally earns trade surpluses in Western Europe outside the EEC, 
in Africa and Asia. For details, see Table 13 (note that Yugoslavia in 
this case is not included in the Socialist group).?! 


Table 13 Trade Surpluses and Deficits of the European Socialist 
Countries! with Major Areas of the World 
(annual averages over the period 1977-9 in US $m.) 


Trade Socialist Socialist 


partner export to import from Balance 
Japan 1,467 3,046 -1,579 
USA 1.402 3,962 -1,560 
Latin America 3,868 5,261 -1,393 
Australia & New Zealand 72 773 -701 
Canada 239 751 —512 
EEC 17,261 17,437 ~176 
EFTA 6,317 5,932 +387 
Africa 2,788 2,083 +705 
Asian Socialist countries? 3,142 2,124 +1,018 
Developing Asia 6,129 4,782 +1,347 
Other Western Europe? 4,827 1,895 42,932 


Both exports and imports are valued f.0.b. 


' Albania, Bulgaria, Czechoslovakia, the German D.R., Hungary, Poland, Romania 
and the USSR. Yugoslavia is treated as part of ‘Other Western Europe’, and Cuba is 
included in ‘Latin America’. 

2 China, the D.P.R. of Korea, Mongolia and Vietnam. 

3 Other than the EEC and EFTA. Yugoslavia is included here. 


Source. Based on United Nations, Monthly Bulletin of Statistics, July 1980, pp. 
XX=XXii1, 


The Socialist payments deficits have been made possible by heavy 
borrowing from the West and the Middle East, especially since the 
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early 1970s. By 1980 the European Socialist countries’ external net 
indebtedness in hard currencies had reached the following figures:?2 


US$m. 
Bulgaria 3,360 
Czechoslovakia 3,000 
German D.R. 9,890 
Hungary 7,030 
Poland 20,670 
Romania 5,920 
USSR 14,920 
CMEA banks?3 3,000 
Yugoslavia 13,000 
Total 81,790 


The estimated total at the end of 1980 was in excess of $87,000m.?4 

It may be mentioned here that for a long time China refrained from 
borrowing from capitalist countries. Then, after the agricultural 
disasters of the early 1960s, she turned to short-term borrowing, 
mostly to finance her massive imports of grains, and since 1973 she 
has sought and received long-term loans for imports of industrial 
equipment and complete plants. Ai the end of 1980 China’s foreign 
indebtedness stood at $4,300m.?5 

The indebtedness is particularly heavy in the case of Poland 
($23,000m. in 1981), where the debt service ratio is now 95 per cent 
of exports (and the total external debts are 3:5 times the country’s 
annual exports).”¢ 


NOTES 


{ With the exception of Yugoslavia, which by necessity (upon her expulsion from 
Cominform in 1948) had to turn to capitalist countries for trade and aid. 

2 I. Kun, (‘Foreign Trade and Technical Progress’), Probleme economice, 8/1967, p. 
34, 

3 Gospodarka planowa, 10/1978, p. S09. 

4 But State trading was an important feature of the developed capitalist countries’ 
trading during World War II and in the early postwar period, while a number of 
developing countries have reorganized their trade partly or wholly along Socialist 
lines. For details, see M. Quin, ‘State Trading in Western Europe’, Law and 
Contemporary Problems, Summer 1959. pp. 388-419: UNCTAD. State Trading 
in Countries of the ECAFE Region, Doc. E/CONF. 46/32, Geneva, 1964: J. 
Panglaykim and I. Palmer, Stare Trading Corporations in Developing Countries, 
Rotterdam, Rotterdam U.P., 1968. 
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The State monopoly has been discontinued in Yugoslavia since 1952. There are 
now several hundred State, co-operative and private entities freely engaging in 
foreign trade. 

A. Wakar, Handel zagraniczny w gospodarce socjalistycznej (Foreign Trade in the 
Socialist Economy), Warsaw, PWN, 1968, p. 260. 

In Albania the Ministry of Commerce is responsible for both foreign and domestic 
trade, while in Yugoslavia the overall co-ordination of external trade is in the 
hands of the Federal Secretariat for Foreign Trade. 

Based on the statistical yearbooks of the countries concerned. 

Examples: in Bulgaria: Bulgarsko Pivo (production, export and import of beer); in 
Czechoslovakia: Skoda (production and export of cars); in the German D.R.: DJA 
Technocommerz (domestic and foreign trade in power plants, engines and 
industrial fittings); in Hungary: Medicor (production and export of pharma- 
ceuticals); in Poland: Befama (production and export of machinery). 

But in 1967 Export Councils were established to co-ordinate the activities of the 
foreign trade corporations with those of the enterprises producing for export, and 
the right of direct export by producing enterprises is strongly advocated. 
Gospodarka planowa, 7/1968, p. 60. 

In Yugoslavia the Foreign Trade Arbitration Board (established in 1946) was 
abolished in 1954, to be replaced by Economic Courts (remodelled in 1958). 

Based on United Nations sources: Yearbook of International Trade Statistics and 
Monthly Bulletin of Statistics. 

That is, with the Asian Socialist countries (China, Kampuchea, the D.P.R. of 
Korea, Laos, Mongolia and Vietnam). The share of the European Socialist 
countries in Yugoslavia’s trade fell from 50 per cent in 1947 to practically nil in 
the next five years, then it recovered to 37 per cent in 1965, but subsequently fell to 
31 per cent in 1979. The group’s share in Cuba’s trade increased from less than 2 
percent in 1959 to about 60 per cent in 1979. Based on: Direction of Trade and the 
author’s estimates. 

Co-Com countries are the fifteen capitalist nations (Belgium, Canada, Denmark, 
France, the F.R. of Germany, Greece, Italy, Japan, Luxemburg, the Netherlands, 
Norway, Portugal, Turkey, the UK and the USA) observing the embargo on 
strategic exports to Socialist countries, and which have representatives on the Co- 
ordinating Committee (based in Paris), which compiles lists of embargoed items. 
The Co-ordinating Committee (Co-Com) is a working committee of the 
Consultative Group (established in 1949) which consists of the ambassadors of the 
member countries. 

These calculations and adjustments are carried out by the CMEA Permanent 
Commission for Foreign Trade (established in 1956). Capitalist prices are 
‘cleansed’ of fluctuations and monopolistic elements. To the price so established, 
one-half of the transport costs between the principal world market and the 
Socialist country in question is added (the other half is meant to be borne by the 
Socialist exporter). The mark-up on behalf of other costs ranges from 5 per cent 
(on raw materials) to 60 per cent or more (on complete plants) of the starting price. 
See F. Bartha, (‘Trends in the Development of Socialist Foreign Trade Prices’), 
Kiilkereskedelem, 9/1967, pp. 271-4. 

The reader interested in further details is referred to J. Wilczynski, The Economics 
and Politics of East-West Trade, London, Macmillan, 1969, pp. 311-30. 

The USSR is the second largest world producer of gold (after South Africa), with 
an estimated annual output of 500 tonnes in 1980. The Soviet gold reserves are 
believed to be about 2,000 tonnes, which at the average price of $500 per fine 
ounce, as of late 1980, together with her holdings of foreign exchange, total about 
$33.000m. The reserves of Yugoslavia as of late 1980 stood at $3,000m. (her 
reserves are published officially, as she is a full member of the IMF). The reserves 
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ofthe remaining seven European Socialist countries totalled about $7,000m. Thus 
the combined reserves of the nine countries amounted to about $40,000m., or 30 
per cent of the region’s annual imports. The reserves held by Western countries 
usually represent 40 per cent of their annua! imports. 

Based on Annual Reports ofthe International Monetary Fund. 

For further details, see J. Wilczynski, Comparative Monetary Economics, 
London, Macmillan, 1978, pp. 157-91. 

Yugoslavia’s trade patterns do not necessarily conform to those of other European 
Socialist countries. Her exports to, imports from, surpluses (+) or deficits (-), in 
that order, in her trade with the major areas of the world shown in Table 13 were 
(annual averages over the period 1976-78 in US$m.): Japan 20, 130,-110; USA 
370, 700, -330; Latin America 70, 270, -200; Australia and New Zealand 15,95, 
-80; Canada 20, 35, -15; EEC 1,500, 4,200, -2.700; EFTA 300, 1,000, -700; 
Africa 420, 400, +20; Asian Socialist countries 45, 55, +10; Developing Asia 450, 
550, +100; Other Western Europe 400, 800, +400: European Socialist countries 
2.500, 2,800, +300. Based on: Statisticki godignjak Jugoslavije 1980 (Statistical 
Yearbook of Yugoslavia 1980), Belgrade, Federal Statistical Office, 1980, p. 314; 
Direction of Trade, Washington, IMF, May 1980, p. 94. 

East-West Fortnightly Bulletin, 25 Sept. 1980, p. 9,and 21 Nov. 1980, p. 3. 

The International Bank for Economic Co-operation and the International Invest- 
ment Bank, both based in Moscow. 

Based on Zycie gospodarcze, 4 Dec. 1980, p. 11. 

Rynki zagraniczne, 4 April 1981, p. 2. 

Zycie gospodarcze, 14 Dec. 1980, p. | and 26 Feb. 1981, p. 3. 
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CHAPTER 15 


International Economic 
Co-operation 


A. PARTICIPATION IN THE WORK OF 
INTERNATIONAL ORGANIZATIONS 


During the ‘frigid’ phase of the Cold War, especially up to the 
mid-1950s, the attitude of Socialist countries to most international 
organizations was highly critical, considering that practically all such 
organizations were (and still are) dominated by capitalist nations.! 
Many Socialist countries either refrained from joining such organiza- 
tions or often boycotted and obstructed the work of those to which 
they belonged. International meetings were frequently used as 
forums for communist propaganda and bitter diatribes, for which 
capitalist countries could be partly or equally blamed. 

Since the mid-1950s the attitude of the Socialist countries has been 
changing in favour of close (even though sometimes reluctant) co- 
operation. Many of them have decided since to join such 
organizations relevant to economic co-operation as the Baltic and 
International Maritime Conference, the Food and Agriculture 
Organization, the General Agreement on Tariffs and Trade, the 
International Exhibition Bureau, the International Fur Trade 
Federation, the International Union for the Protection of Industrial 
Property, the Union of International Fairs, the World Energy Con- 
ference and many others. In addition, Albania, Bulgaria, China, the 
German D.R., Hungary and Romania have been admitted to the 
United Nations. 

The international organizations most relevant to international 
economic co-operation that affect the Socialist countries are the 
following. The most basic, of course, is the United Nations (UN); 
others are the Economic Commission for Europe (ECE), the 
Economic and Social Commission for Asia and the Pacific (ESCAP), 
the Food and Agriculture Organization (FAO), the General Agree- 
ment on Tariffs and Trade (GATT), the International Bank for 
Reconstruction and Development (IBRD), the International 
Exhibition Bureau (IEB), the International Labour Organization 
(ILO), the International Monetary Fund (IMF), the International 
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Organization for Standardization (IOS), the International Rubber 
Study Group (IRSG), the International Sugar Organization (ISO), the 
Union of International Fairs (UIF), the World Energy Conference 
(WEC), the World Federation of Trade Unions (WFTU), the World 
Intellectual Property Organization (WIPO) and the World Tourism 
Organization (WTO). The membership of the twenty-five Socialist 
countries in these seventeen international organizations is specified 
in Table 14. 

Of all international organizations, the European Commission for 
Europe has proved to be the most fruitful platform for identifying and 
solving the economic problems arising between capitalist and Social- 
ist countries. The Commission consists of seven ‘Divisions’, of which 
three have been most active and successful in dealing with East-West 
economic issues: Commission Affairs and Trade Development, 
Research and Planning and Transport. The fields of co-operation 
have included both theoretical and practical problems. Experts from 
Eastern and Western Europe have worked in common sessions on 
such questions of mutual interest as the nature of economic growth, 
the criteria for investment policies, regional and intra-regional 
planning, macroeconomic models, technological progress as a factor 
in economic growth and long-term problems of international trade. 

That the problems arising in relations between different economic 
systems are not insurmountable is demonstrated by the following 
common solutions of direct practical value to both sides: 


(i) the standardization of commercial documents; 

(ii) the normalization of the general conditions of sale of certain 
products (mostly engineering items); 

(iti) effective reciprocity of the Most-Favoured-Nation treatment; 

(iv) rules for preventing market disruption and discriminatory sur- 
charges on imports and exports; 

(v) agreed forms and conditions of insurance and re-insurance 
contracts in foreign trade; 

(vi) the settlement of trade balances on a multi-angular basis 
involving Eastern and some Western European trade partners 
and some developing countries as well; 

(vii) mutually acceptable procedures for the settlement of foreign 
trade disputes and the enforcement of arbitral awards. 


B. CO-OPERATION WITH CAPITALIST 
COUNTRIES 


In a general sense, Socialist multilateral participation in the work of 
International organizations is an example of co-operation 


193 


The Socialist Countries’ Membership of International Organizations 


Table 14 
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with capitalist countries because, as has already been stated (see 
note 1), most such bodies are dominated by capitalist nations. In this 
section we shall consider other forms of co-operation, especially 
those on a more or less mutual basis involving two countries or 
partners. 

The broad basis for co-operation with capitalist countries has 
been provided by the declaration of ‘peaceful coexistence’ which 
was first? formulated at the 1956, and further reaffirmed and 
elaborated upon at the 1961, Congress of the Communist Party of 
the Soviet Union. The principle of peaceful coexistence — in 
addition to the postulates of non-interference in internal affairs, 
respect for national sovereignty and territorial integrity and the 
conditional renunciation of war — calls for the ‘promotion of 
economic and cultural co-operation on the basis of equality and 
mutual benefit’. 

Evidence of a conciliatory attitude is afforded by the following 
examples. Since the mid-1950s, Socialist countries’ trade with the 
capitalist world has been rising at a faster rate than their trade with 
each other (see Section D of this chapter and Ch. 16 D). They have 
established an excellent record as traders in respect of their 
adherence to the terms of contracts and payments — in fact, better 
than many a capitalist country. Since the early 1960s most of these 
countries (except Albania) have been increasingly inclined to 
import more consumer goods from developed as well as from 
developing nations and have relaxed restrictions on foreign travel. 
International trade fairs and exhibitions have become most valuable 
meeting grounds for Socialist and capitalist officials, traders and 
engineers. The most important cities for these occasions are 
Belgrade, Brno, Budapest, Canton, Leipzig, Leningrad, Moscow, 
Peking, Plovdiv, Poznan and Zagreb in the Socialist bloc, and Cairo, 
Frankfurt, Hong Kong, London, Milan, Montreal, Munich, Osaka, 
Paris, Stockholm, Sydney, Tripolis and Vienna in the capitalist 
world. 

Most Socialist governments have also signed bilateral agreements 
with many capitalist countries on industrial, technical, scientific 
and even cultural co-operation. For example, the USSR has signed 
such agreements with Algeria, Belgium, Canada, Denmark, 
Finland, France, India, Iran, Italy, Japan, Malaysia, the 
Netherlands, Pakistan, Sweden, the United Arab Republic, the 
United Kingdom, the USA and other countries. Practically all 
European Socialist countries maintain permanent trade missions in 
the more important trading centres in the capitalist world. A 
number of joint chambers of commerce has also been established, 
such as Anglo-Czechoslovak, Anglo-Hungarian, Anglo-Romanian, 
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Anglo-Soviet, Finnish-Soviet, French-Soviet, Italo-Soviet and 
US-Chinese. 

There has been a remarkable development of co-operation at the 
microeconomic level, mostly involving industrial enterprises, 
especially since the early 1960s. The total number of 
Socialist-capitalist industrial co-operation agreements concluded 
by 1981 exceeded 2,000. 

But the closest form of microeconomic co-operation is represented 
by joint East-West ventures, where capital, management and risk are 
jointly shared in integrated enterprises. Seven Socialist-bloc 
countries now allow the capitalist ownership of assets within their 
borders - Bulgaria (since 1980), China (1979), Hungary (1972), 
Poland (1976), Romania (1972), Vietnam (1977) and Yugoslavia 
(1967). At the beginning of 1981 there were about 200 such ventures. 
In addition, there were about 350 joint East-West ventures located in 
the West. Examples of joint ventures in the East are Belinka, 
Ljublijana (Yugoslav-Belgian), Romecontrol Data, Bucharest 
(Romanian-US), Sincontact, Budapest (Hungarian-West German). 
Belarus, Toronto (Canadian-Soviet) and Tasmanian Alkaloids 
(Australian-Polish) illustrate Western-based joint ventures. 

In addition to co-operation with the highly industrialized capitalist 
nations, Socialist countries have also embarked on a drive to 
strengthen their links with the developing world. This drive, which 
had its beginnings in the International Economic Conference in 
Moscow in 1952, has followed three lines—the extension of economic 
aid, the negotiation of trade agreements and the consequent expan- 
sion of trade. Socialist economic aid began in 1954, i.e. six years after 
the US programme had been launched. Up to 1980, the European 
Socialist countries had committed themselves to about US$20,000m. 
of aid (of which the Soviet share amounted to three-quarters). This 
compares with the Western aid commitment to developing nations of 
more than $200,000m. (two-thirds contributed by the USA). Social- 
ist aid is mostly in the form of low-interest tied loans, repayable over 
long periods in local products, and as such it lays foundations for the 
continued growth of mutual trade. Between 1954 and 1969 the 
number of bilateral trade agreements between the nine European 
Socialist countries and about eighty developing nations increased 
from 125 to 260, mostly on Socialist initiative, but by 1980 the 
number had decreased to 130.5 Trade agreements may not only 
initiate or expand trade, but they also have substantial value in a 
broader sense — the promotion of Socialist goodwill and economic 
thinking and practices. Asa result, the developing countries’ share in 
Eastern Europe’s (including the USSR’s) foreign trade increased from 
3 percent in 1953 to 13 percent in 1979 (see Table 12, p. 180). 


197 


THE ECONOMICS OF SOCIALISM 


C. CO-OPERATION AMONG SOCIALIST 
COUNTRIES 


Systematic economic (as distinct from political) co-operation among 
the European Socialist countries dates from the formation of the 
Council for Mutual Economic Assistance (CMEA or Comecon) in 
1949.6 Up to the mid-1950s co-operation was limited to the mutual 
co-ordination of trade. Since that time there has been a systematic 
drive towards economic integration through the co-ordination of 
investment plans, specialization, joint undertakings and financial, 
scientific and technical co-operation. 

How varied the scope of co-operation is under the auspices of 
CMEA is conveyed by the Permanent (or ‘Standing’) Commissions, 
of which there are now twenty-one. Their headquarters and dates of 
establishment are stated in parentheses: 


Agriculture (Sofia, 1956). 

Building and Construction (East Berlin, 1958). 
Chemicals (East Berlin, 1956). 

Coal (Warsaw, 1956). 

Co-ordination of Scientific-Technical Research (Moscow, 
1962). 

Communications (Moscow, 1975). 

Currency and Finance (Moscow, 1962). 
Economic Questions (Moscow, 1958). 

Electric Power (Moscow, 1956). 

Engineering (Prague, 1956). 

Ferrous Metals (Moscow, 1956). 

Food Processing Industries (Sofia, 1958, 1963).’ 
13. Foreign Trade (Moscow, 1956). 

14. Geological Surveys (Ulan Bator, 1963). 

15. Light Industries (Prague, 1958, 1963). 

16. Non-Ferrous Metallurgy (Budapest, 1956). 

17. Ojuland Gas (Bucharest, 1956). 

18. Radioand Electronics (Budapest, 1963). 

19. Standardization (East Berlin, 1962). 

20. Statistics (Moscow, 1962). 

21. Transport (Warsaw, 1958). 

22. Utilization of Nuclear Energy for Peaceful Purposes (Moscow, 
1960). 


UMbWN— 


Ben 
N= Send 


In the late 1970s two more commissions were created, viz. for Civil 
Aviation and for Health, and more have been proposed since. 
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Each Commission usually includes a number of agencies, sub- 
committees, working parties, etc. We shall now examine some 
examples of achievements in the most important spheres. 


a. Economic planning. This is the most fundamental form of 
co-operation, and one, of course, that distinguishes CMEA from 
other groupings. In the first decade of CMEA’s existence, planning 
was virtually limited to that of mutual trade. But since 1958 
consistent dovetailing of production plans has been pursued. Since 
the early 1960s efforts have been directed toward co-ordinating 
perspective plans (for fifteen to twenty years). In 1963 a special 
Bureau for Planned Integration Problems was established, with its 
head office in Moscow. Attention is focused on the co-ordination of 
investment plans. 


b. Specialization. Since the mid-1950s, the CMEA countries have 
practically discarded autarkic policies in favour of specialization, 
which in manufacturing alone now covers over twenty groups of 
industries, such as food-processing, agricultural machinery, sugar- 
refining equipment, mining machinery, metal-rolling, ball-bearings, 
machine tools, textile machinery, transport equipment and 
electronics. By 1967 the number of recommendations concerning 
specialization in mechanical engineering embraced 2,300 kinds of 
machinery and instrument.’ There have also been attempts to 
promote specialization in agriculture. Thus Bulgaria, Hungary and 
Romania are concentrating on the production of fruit, vegetables and 
wines to supply the growing needs of the other member countries. 


c. Joint undertakings. These are ventures in which the capital, 
knowhow and even manpower of several member countries are 
pooled together. Such enterprises are mostly concerned with the 
extraction, treatment or transport of key industrial raw materials, 
such as bauxite, cellulose, coal, copper, iron ore, lead, phosphates, 
potash, sulphur and zinc. The most highly publicized examples of 
such undertakings are: the Kingisep Potash Works (in the USSR), 
Jointly developed by Bulgaria, Czechoslovakia, the German D.R., 
Hungary, Poland and the USSR; the ‘Friendship’ pipeline, linking 
the Urals with Poland, the German D.R., Czechoslovakia and 
Hungary; the electric power transmission grid ‘Peace’, linking all 
CMEA countries; ‘Intermetal’, an iron and steel community being 
developed by Czechoslovakia, Hungary and Poland; ‘Interatom- 
energo’", an association formed by all the European Socialist 
countries except Albania for the co-ordination of the production of 
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nuclear power equipment and the construction of nuclear power 
stations. 


d. Technological co-operation. The exchange of blueprints, 
descriptions of technical processes and results of scientific research 
has been practised ever since the foundation of CMEA (and even 
before). Over the first twenty years of the existence of CMEA 
(1949-68) the USSR alone supplied 21,000 sets of documentation to 
other member countries and received 10,000 sets from them.? Under 
the ‘Sofia Rules’ up to 1971 no charges were made for such data, but 
by world market prices the value of the know-how passed on by the 
member countries to each other in 1966 was estimated at 
US$13,000m.;'° (since that time ‘reasonable payments’ have to be 
made to the donor country in the case of very costly research and 
development or where the recipient derives substantial commercial 
benefit from the transferred technology). 


e. Standardization. The member countries have embarked upon a 
consistent policy of standardization designed to produce types, 
models and parts that conform to agreed standards of quality and 
specification. To place this form of co-operation on a systematic 
basis, the Institute of Standardization was established in Moscow in 
1962 (in addition to the Commission on Standardization in East 
Berlin). There is now unified trade nomenclature and common 
industrial classification. Steps have also been taken towards further 
systematization of national statistical reporting, including acommon 
basis for certain index numbers. 


f. Transport and communications. The road and railway networks of 
the member countries have been linked, and traffic has been rational- 
ized. In 1964 the Common Freight Railcar Pool, administered from 
Prague, went into operation. There is a scheme to link all the Euro- 
pean CMEA countries with a system of canals joining the Danube, 
Elbe, Oder and Vistula.'' In the sphere of communications there isa 
unified, semi-automatic telephone system connecting the capitals 
and major industrial centres of all member countries, a tele- 
communications cable linking East Berlin, Prague, Warsaw and 
Moscow and the television network ‘Intervision’ covering all the 
European CMEA countries. 


g. Intra-CMEA foreign trade. The CMEA now has the same degree 
of foreign trade concentration (see Table 12, p. 180) as the EEC, viz. 
54 per cent in 1979, but much higher than EFTA, viz. 14 per cent.!” 
The proportions for the respective groups of countries in 1948 were 
45 percent, 35 percent and 17 percent (and in 1938 9 percent, 30 per 
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cent and 18 percent).'3 The share ofthe CMEA countries is highest in 
the foreign trade of Bulgaria (78 per cent), Cuba (72 per cent) and the 
German D.R. (68 per cent), and lowest in that of Poland (53 per cent), 
the USSR (53 per cent) and Romania (42 per cent).'4 It is often 
pointed out with pride in Socialist literature that intra-CMEA 
specialization and trade are not ‘vertical’, between producers of raw 
materials and manufacturers, which is typical of capitalist trade, but 
‘horizontal’, i.e. involving all stages of production without the 
division of the countries into ‘developed’ and ‘undeveloped’.!* The 
extent of economic co-operation is indicated by the fact that 98 per 
cent of coal, 95 per cent of machinery and equipment, 90 per cent of 
oil and products, 80 per cent of iron ore, and large proportions of the 
non-ferrous metals, mineral fertilizers, timber and cotton required by 
these countries are obtained from within the grouping. '® 


h. Finance and payments. Some of the richer CMEA countries (the 
USSR, Czechoslovakia, the German D.R.) have been extending 
economic aid to other member countries at low interest rates (1-4 per 
cent p.a.). Under the system administered by the International Bank 
for Economic Co-operation, in certain circumstances trade surpluses 
with the member countries can be used to pay for trade deficits with 
others. The Bank also extends credits at low interest rates, '’ and it 
performs a very useful integrating function. It is assumed that in the 
long run the grouping will develop sound exchange rates, a truly 
multilateral system of payments and perhapsa common currency.!® 

To provide long-term finance for the development of projects of 
common importance, in 1970 the member countries created another 
bank, the International Investment Bank (IIB), which (as the IBEC) is 
also based in Moscow. By 1980, the IIB had provided finance 
totalling 8,000m. transferable rubles, involving seventy-one major 
projects in the member countries. The Bank has established working 
relations with 300 foreign banks, mainly in Japan, the USA, Canada 
and the United Kingdom.!9 

Although to a lesser extent than among themselves, the European 
CMEA countries also co-operate with other Socialist countries. 
Mongolia is a full member of CMEA, and nine-tenths of her trade is 
with the grouping. Yugoslavia has been admitted to several 
Permanent Commissions; a number of joint ventures have been 
formed and there is increasing commercial and financial co- 
operation; the CMEA group now claims one-third of Yugoslavia’s 
trade. Various forms of economic aid are extended to Cuba, the 
D.P.R. of Korea and Vietnam, and the relatively large amount of 
trade with these countries is largely conditioned by political motives. 
Although in the 1950s there was a lively industrial, commercial and 
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scientific co-operation with Albania and China, relations have 
drastically deteriorated since the early 1960s owing to the Sino- 
Soviet dispute. 


D. PROBLEMS OF INTRA-SOCIALIST 
CO-OPERATION 


The main stumbling blocks to continued progress in economic co- 
operation among Socialist countries derive from national differences, 
the lack of a supranational authority, the absence of a rational basis 
for prices, the non-fulfilment of commitments and the growing 
preference for trade with the capitalist world. We shall now discuss 
the significance of these problems. 


a. National differences. The divergent forces within the Socialist 
family of nations are well known: the ideological blacklisting of 
Yugoslavia, the Sino-Soviet rift, Romanian opposition to CMEA 
integration, Czechoslovak popular dismay at the military inter- 
vention by the Warsaw Pact countries (without Romania). The 
monolithic unity of the Socialist bloc is a fact of the past; instead each 
country is now intent on following its ‘own path to socialism’.2°There 
are still considerable differences in economic development and 
standards of living, even within the CMEA region. Thus in 1978 the 
estimated GNP per head was US$6,400 in the German D.R. and 
$5,800 in Czechoslovakia, but only $810 in Cuba and $170 in 
Vietnam. The lower end of the scale was further accentuated in some 
non-CMEA Socialist countries, viz. $90 in Laos and $70 in 
Kampuchea (see Table 16, pp. 212-13). 


b. The question of supranational authority. In each Socialist country 
(with the possible exception of the USSR) there is a strong body of 
opinion interested more in national sovereignty and _ self- 
development than in the cohesion of the CMEA grouping or the 
strength of the ‘Socialist camp’. CMEA has proved powerless to 
prevent its obstinate member countries from developing similar 
economic structures. Khrushchev’s dream of vesting the CMEA 
Executive Council (established in 1962) with supranational powers 
failed in 1963, due to the stubborn opposition of Romania, 
supported by other smaller countries. This set-up contrasts with that 
in the EEC, where the Common Market Commission and the Iron 
and Steel Community have such powers. With directive planning 
and management being abandoned on a national scale in favour of 
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decentralization, there is little chance for directive planning and 
control eventuating at the CMEA level in the future. 


c. The pricing conundrum. So far Socialist countries have not 
evolved a practical system of their own to guide their specialization 
and trade in accordance with comparative advantage. When this 
writer visited Moscow recently, a Russian cynic asked him the 
following riddle: “Why is the Communist Party in favour of eternal 
peaceful coexistence?’ The answer obligingly provided was: ‘Because 
if there were no capitalist market, we would have no clue as to the 
prices for carrying on our foreign trade.” A huge output of literature 
has been produced on the rationalization of prices, and yet so far no 
solution that is acceptable to all countries — in fact, the disagreement 
appears to be widening. Socialist countries are still using capitalist 
prices in their own trade, which amounts to an admission of the 
failure of Socialism and produces demoralizing effects. Yet it is 
widely realized that capitalist prices are not a reliable guide to intra- 
CMEA specialization and trade because they do not reflect the 
conditions of production and exchange under Socialism. A Polish 
economist summed up: 


Using world market prices, it is impossible to evaluate the 
effectiveness of the foreign trade of Socialist countries, because 
such prices do not indicate the comparative advantage these 
countries may have in relation to each other as members of a 
regional grouping.... These prices do not facilitate further 
economic integration of the member countries ... they only 
promote adjustment to capitalist markets.?! 


Consequently, many Socialist economists, such as S. Ausch and F. 
Bartha of Hungary, V. Diachenko and Yu. Olsevich of the USSR, Z. 
Knyziak and J. Soldaczuk of Poland, G. Kohlmey of the German 
D.R. and G. Zhelev of Bulgaria, advocate that the CMEA group 
adopt a price basis of its own, divorced from world capitalist 
markets.? But some, such as S. Polaczek of Poland, K. Popov of the 
USSR and Ota Sik of Czechoslovakia, strongly oppose such 
Proposals,?> whilst others (such as O. Tarnovskii of the USSR) are 
In favour ofa compromise solution.”4 


d. Suspicion of exploitation. The actual prices used in intra-CMEA 
trade embody ‘corrections’ to the average world market prices (see 
Ch. 14 C). Thus mark-ups of 50 per cent are common, and some 
items carry much more. In effect, in the case of most items Socialist 
countries charge each other higher prices than those that they charge 
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in their trade with capitalist countries.2> This inevitably leads to 
suspicions of exploitation, which are particularly strong against the 
Soviet Union, as she is in a position to exercise superior bargaining 
power economically and politically.2° These misgivings cannot, of 
course, be publicly articulated in Eastern Europe, but this question 
has received considerable attention from a number of Western 
economists, as reflected particularly in the Mendershausen- 
Holzman controversy (see the references at the end of this chapter). 
The problem of proving or disproving exploitation in trade between 
Socialist economies is complex. But it may be observed that some 
Soviet economists deny the fact of exploitation by the USSR.2’ while 
others go further in claiming that it is the USSR who is being 
exploited commercially by other CMEA countries.”8 

If viewed in the light of world capitalist prices of fuels and raw 
materials since the early 1970s. the Soviet counter-claim of exploita- 
tion appears to be well-founded. Before 1975 intra-CMEA foreign 
trade prices were governed by the Bucharest Agreement (of 1958) and 
were based on average world (capitalist) market prices over some past 
period and held stable over a particular five-year plan period. 
According to the Moscow Agreement of January 1975, these prices 
are now adjusted once a year and based on average world market 
prices over the preceding one to three years. This means that 
inflationary price increases in intra-CMEA foreign trade lag at least 
one year behind capitalist prices. The delaying effect is of special 
benefit to Eastern Europe in respect of fuels and raw materials, as in 
world markets these prices have been rising faster than those of 
manufacturers, and the Eastern European countries are heavy 
importers of the former from, and heavy exporters of the latter to, the 
USSR. Thus in the case of oil the average prices obtainable by the 
USSR from the CMEA countries compared with those from the 
OECD (in that order) in rubles per tonne in different years were:2° 


1970 15-50 and 14°80 
197] 15-60 and 19°30 
1972 15-50 and 18°60 
1973 16°00 and 21°10 
1974 18-10 and 60°00 
19:75 33°50 and 63:50 
1976 36°70 and 70°30 
1977 46:90 and 73°80 
1978 57-90 and 69°40 


e. Non-fulfilment ofcommitments. A failure to honour undertakings 
for deliveries, faulty specifications, poor quality and delays have been 
common complaints ever since World War IJ. In the context of 
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planned economic development, breaches of this nature produce 
disruptive effects. Such irregularities are often caused by unexpected 
events that cannot be avoided. But in some cases they are deliberate — 
particularly in the case of ‘hard’ items for which hard currencies can 
be earned in capitalist markets. Czechoslovak machinery for the 
chemical industry, East German precision instruments, Polish coal 
and Soviet fuels and other raw materials have on occasion been 
diverted to Western countries, in spite of acute shortages within the 
CMEA region. The temptation to do this is becoming greater under 
the new economic system because, as a Polish economist pointed out, 
‘decentralization and material incentives ... weaken enterprises’ 
discipline in honouring contractual obligations which turn out to be 
unprofitable’ .3° 


f. The declining role of intra-CMEA trade. Owing to the problems 
considered above, the continued inconvertibility of the ruble and 
their inability to free themselves from bilateralism, the CMEA 
countries have displayed an increasing preference for expanding 
trade with capitalist countries. Since the Korean War, the share of 
intra-CMEA trade has declined from 68 per cent to about 55 per cent, 
while the share with capitalist countries has increased from 18 per 
cent to 44 percent (see Table 12, p. 180). Most CMEA countries have 
viewed the expansion of their trade with the capitalist world as a 
means to some degree of economic emancipation from Soviet 
domination. Some of them, notably Czechoslovakia, have tended to 
look upon specialization and trade with other CMEA countries as 
being imposed on them and having, in fact, a ‘primitivizing effect’ on 
their economies.3! The member countries’ capacity for satisfying 
their needs for advanced technology and hard-currency finance has 
proved to be narrowly limited, as demonstrated by the massive 
imports of Western equipment, licences and credits since the 
mid-1960s (see Ch. 14 D). 


NOTES 


1 Ofthe 165 countries in the world capable of joining international organizations, 
only twenty-five are classed as ‘Socialist’ (see pp. 1-2). Of the total number of over 
2.200 international organizations listed in the Yearbook of International 
Organizations, only 2 per cent have their headquarters or subsidiary offices in 
Socialist countries, and of the total number of 2,500 international meetings 
involving these organizations in 1979/80, only 8 per cent were held in Socialist 
countries (and the proportion in 1956 was less than 3 per cent). 

2 The idea was originally postulated by Lenin in 1921, but the phrase was first used 
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in its present sense in the Sino-Indian declaration of 1954, which embodied ‘Five 
Principles of Peaceful Coexistence’. China, the D.P.R. of Korea and the D.R. of 
Vietnam did not accept the policy of peaceful coexistence in relation to the leading 
capitalist powers, and indeed China did not regard herself bound by it at the time 
of the Sino-Indian border dispute of 1962-3. 
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It was disclosed by two Soviet writers in 1967 that to obtain one passenger car, the 
USSR would have to export 3,400 tonnes of oil at world market prices, but at 
CMEA prices she needed to forgo only !,300 tonnes of oil. The respective costs of 
obtaining one vertical milling machine were 520 tonnes of iron in capitalist 
markets, but only 140 tonnes in the CMEA market. The point is that the USSR is 
the chief supplier of oil and iron to other CMEA countries, while she mostly 
imports manufactures from them in exchange. V. Zhukov and Y. Olsevich, 
(International Costs and Co-operation among the CMEA Countries’), Vop, 
ekon., 3/1967, p. 78. 
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CHAPTER 16 


Socialism v. Capitalism 


In the preceding chapters we have discussed the institutional set-up 
and the laws, policies and practices determining the operation of the 
Socialist economy. It is appropriate in the last chapter to make an 
overall economic appraisal of Socialism. This can be done more 
meaningfully if made against the backdrop of its rival — capitalism. 
We shall first project Socialist and capitalist economies on to the 
world scene, and then we shall discuss the economic strengths and 
weaknesses of Socialism. We shall conclude by examining the extent 
to which the two economic systems are ‘converging’. 


A. SOCIALIST AND CAPITALIST COUNTRIES 
IN THE WORLD SCENE 


To make international comparisons involving objective quantities, 
such as area and population, is simple. But where value judgements 
have to be made, as in the case of national income, industrial output 
and foreign trade, many problems arise, even if the countries con- 
cemed belong to the same economic system. However, where 
different social systems are involved, these problems are magnified 
because the basis, methods and consistency of valuation differ 
fundamentally, and moreover Socialist countries do not publish 
systematic returns. In most studies published in the Socialist bloc and 
in the capitalist world, achievements made under the economic 
system of the writer are usually exaggerated, while those of the other 
system are belittled or ignored. Thus the USSR’s GNP (or National 
Income) in 1978 was, according to a Soviet source, 67 per cent of the 
USA’s! but, according to a US source, only 50 per cent,? and accord- 
ing to a British one, only 46 per cent.} While in some Socialist studies 
the Socialist bloc is credited with 40 per cent of the world’s industrial 
output,’ in some Western sources the proportion conceded is only 
30 per cent.5 

Although no precise calculations are possible (or advisable), rough 
comparisons are feasible and interesting. This is done in Table 15, 
where comparative data for area, population, national income, 
industrial output and national income per head are given for Socialist 
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Table 15 Comparative Economic Data on Socialist and Capitalist Countries, 1978 


Area Population GNP® Industrial Foreign GNP 
World Division oulput trade per head® 
(as a percentage of world total) (in US$) 

Socialist bloc countries! 26 33 29 35 10 1,750 

European Socialist countries? 18 9 21 31 9 4,500 

USSR 16 6 15 21 4 4,800 

Other Socialist Countries? 8 27 } 5 l 470 

China 6 23 5 3 I 460 

Developed capitalist countries‘ 24 18 56 57 67 6,300 

EEC 2 6 20 19 34 6,690 

United Kingdom n 1 3 4 5 5,030 

United States 6 5 25 28 13 9,700 

Developing capitalist countries® 50 49 15 8 23 650 

WORLD 100 100 100 100 100 2,000 
WORLD (in absolute figures) 140m.sq.km. 4,258m.  $8,500,000m. $2,100,000m. $2,380,000m. 


' Afghanistan, Albania, Bulgaria, China, Cuba, Czechoslovakia, the German D.R., Hungary, Kampuchea, D.P.R. of Korea, Laos, Mongolia, 
Poland, Romania, the USSR, Vietnam, Yugoslavia. 

2 Including all the USSR. 

3 China, Cuba, Kampuchea, D.P.R. of Korea, Laos, Mongolia, Yugoslavia. 

4 Wesiern Europe, North America, Japan, Australia, New Zealand, South Africa. 

5 Other than the Socialist bloc and developed capitalist countries. 

6 The Western concept of the Gross National Product is used throughout. 

n=negligible, less than 0°5 percent. 


Sources. Based on: United Nations, Socialist and Western sources. The figures relating to national income and industrial output are author’s 
own estimates. 
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and capitalist countries. The figures are based on Socialist and 
Western sources; those involving values are the author’s estimates, 
representing a ‘reasonable’ compromise between Socialist and 
Western claims. 

Of particular interest to us are the European Socialist countries. 
Their large share in the world’s industrial output, nearly one-third, is 
noteworthy - it is higher than that of the European Common 
Market and now of the USA. The per capita GNP in the Euro- 
pean Socialist countries ($4,500 in 1978) is more than twice the 
world average ($2,000), but only two-thirds of the Western level 
($6,300) and less than half of the US figure ($9,700). The rela- 
tively smali participation in world trade of both the European (9 
per cent) and especially the Asian (1 per cent) Socialist countries is 
conspicuous. 

It may be of interest to note the role of the European Socialist 
countries in the world production of certain important items 
(percentage shares, as of 1979): 


Brown coal 71 
Calcinated soda 50 
Rayon 34 
Gas 33 
Sawn timber 30 
Steel 29 
Artificial fertilizers 28 
Black coal 28 
Wheat 28 
Sulphuric acid 26 
Cement 24 
Electricity 22 
Sugar 22 
Oil 19 


Source. Rocznik statystyczny 1980 (Statistical Yearbook 1980), Warsaw, GUS, 
1980, pp. 519-40. 


Table 16 provides recent details of per capita incomes in all the 
Socialist countries by comparison with those of selected capitalist 
nations. It can be concluded that the disparity among the Socialist 
countries is wide-ranging — from $70 (in Kampuchea) to $6,400 (in 
the German D.R.). The two top Socialist countries (the German D.R. 
and Czechoslovakia) now rank higher than the United Kingdom. 
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Table 16 Per Capita GNP in the Socialist and Selected Capitalist 
Countries in 1978* 
(in US Dollars) 


Socialist countries Capitalist countries 
(not to scale) 


r 14,890 Kuwait 

- 12.100 Switzerland 

- 10,210 Sweden 

- 9,700 USA 

c 9,600 F.R. of Germany 
9,170 Canada 

+ 8,270 France 

+ 7,920 Australia 

- 7,330 Japan 

- 6,820 Finland 
German D.R. 6,400 - 

Czechoslovakia 5.800 

5,030 United Kingdom 
USSR 4,800 - 
4.790 New Zealand 
Poland 4,500 { 

Hungary 4,300 


— 4,120 Israel 


3,840 Italy 
Bulgaria 3,200 i! 


2,910 Venezuela 
Romania 2,600 - 
L 2.570 Oman 
Yugoslavia 2,400 - 
_ 2,020 Portugal 


World average 2,000 World average 
: 1,910 Argentina 


1,570 Brazil 
- 1,400 Taiwan 
+ 1,160 R. of [South] Korea 
Mongolia 940 - 
— 850 Paraguay 
Cuba 810 - 
Albania 750 - 


740 Peru 
D.P.R. of [North] Korea 730 { 
580 A.R. of Yemen 
- 510 Philippines, Bolivia 


Congo 540 
China 460 460 Cameroon, Liberia 
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Table 16 (continued) 


Socialist countries Capitalist countries 
(not to scale) 
D.P.R. of Yemen 420 
400 Egypt 
360 Indonesia 
Angola 300 - 
r 280 Lesotho 
Afghanistan 250 - 
Benin 230 + 230 Pakistan, Tanzania 
Guinea-Bissau 200 4 
+ 180 India, Malawi 
Vietnam 170 - 
- 150 Burma, Maldives 
Mozambique 140 = 
Somalia 130 + 
Ethiopia 120 + 120 Mali, Nepal 
Laos 90 + 90 Bangladesh 
Kampuchea 70 - 


* The Western concept of Gross National Product applies throughout. The figures 
are rounded to avoid a misleading impression of the possibility of precise 
measurement. 

Sources. Based on Socialist and Western statistics and the author’s own estimates. 


Per capita income figures are often taken to be indicative of the 
standard of living. However, when comparisons are made between 
the Socialist countries (especially those with tightly planned 
economies) and capitalist countries, the following precautions must 
be heeded. 

First, the Socialist figures are only rough estimates, involving 
complex adjustments of the official statistics of the Net Material 
Product in inconvertible currency to the Western GNP in a convert- 
ible currency. 

Second, as a rule a Socialist centrally planned economy devotes a 
lower proportion of its national income to current consumption 
(favouring higher investment and defence spending) than is typical of 
a capitalist market economy at the same level of economic develop- 
ment (see Ch. 5 A and Table 16); the relatively high Soviet spending 
on defence and space programmes largely explains why the 
observable standard of living is lower in the USSR than in Poland, 
Hungary and Bulgaria (as is obvious to foreign visitors to these 
countries). 

Third, in the Socialist countries (compared with the developed 
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West) working hours are relatively long (42-50 a week against 36-42 
a week) and annual holidays are shorter (2-3 weeks against 3-5 
weeks). 

Fourth, the range of consumer goods and services is usually 
smaller, and their quality (including service in shops) is poorer; there 
are frequent shortages (and consequent queues and waiting lists); 
there is partial rationing in some of them (China, Cuba, Poland and 
Vietnam); and there are irritating restrictions on personal freedom. 

On the other hand, the facts listed above that detract from the 
standard of living may be compensated to varying degrees in different 
Socialist countries by the absence of unemployment, the reasonable 
stability of prices, the availability of comprehensive and generous 
social security and a more even distribution of personal income and 
assets than is typical under capitalism. 


B. ADVANTAGES OF THE SOCIALIST 
ECONOMIC SYSTEM 


As compared with capitalist-orientated economies, Socialism can be 
considered superior in the following respects: 


a. The mainspring of economic activity. Production processes are 
not determined by a whimsical market mechanism powered by the 
private profit motive, but basically by the economic plan, which is an 
expression of society as a whole. Appeal is made to higher social 
instincts, and profit is treated merely as a means rather than an end. 
The market is harnessed within the framework of planning, and so it 
becomes a useful instrument, a servant instead ofa master. 


b. The level of employment. The social ownership of the means of 
production and central economic planning enable the maintenance 
of continuous full employment. A Socialist economy does not have 
to suffer from overproduction and cyclical fluctuations, as it has an 
in-built capacity for making appropriate planned adjustments to the 
wage and social consumption funds. Where unemployment and 
fluctuations have occurred (in Yugoslavia) it can be shown that they 
were caused by excessive trust in the market mechanism. 


c. Rates of growth. By virtue of its control over the means of 
production and macroeconomic proportions, a Socialist economy 
has a more effective system for developmental take-off and sustained 
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rapid growth. Over the period 1950-80 the average annual rate of 
growth of the national income of the European Socialist countries 
was 7 per cent, compared with 4 per cent attained by the capitalist 
world, and the respective growth rates in industrial output were 8 per 
cent and 5 per cent (see Table 4, p. 53). These countries’ share in the 
world’s industrial output increased from less than 10 per cert in 1938 
to about 30 per cent in 1970, and in 1978 it was about 31 per cent 
(but, according to some Socialist estimates, it was 37 per cent).° In the 
leading Western nations basic industrialization took some twenty- 
five to fifty years to achieve, but in the European Socialist countries 
this process was completed in twelve to twenty years. In view of the 
semi-feudal conditions that they inherited, the absence of colonies, 
the widespread wartime devastation, Western boycotts and the 
strategic embargo and practically no aid from the capitalist world, 
their achievements can be described by objective observers as 
spectacular. 


d. The dignity of labour. Under the social ownership of the means of 
production, workers are co-owners of their employing establish- 
ments. There is no fundamental cleavage between the employer and 
the employee — no feeling of exploitation, no fear of unemployment, 
no disruptive strikes. Instead there is a prevailing atmosphere of co- 
operation and pride in the work performed. Workers, however 
humble, participate in the management and control of the entities 
employing them. 


e. The distribution of national income. As there is virtually no 
private ownership of the means of production, wages and salaries (to 
the exclusion of rent, interest and private profit) are the only source of 
earned income. Furthermore, even though earnings from labour 
differ, personal income is supplemented by generous benefits out of 
the social consumption fund. Although the standard of living in 
Socialist countries is lower than in the West, there are no striking 
cases of abject poverty — in contrast to even the most affluent 
developed capitalist countries. There is no place for the exploitation 
of labour and of consumers by unscrupulous employers for private 
gain. Educational and advancement opportunities are related more 
to one’s abilities and effort than to family influence or the possession 
of wealth. 


f. Social cost-benefit. Under Socialism *The primacy of social over 
private preferences is ensured by the entire political and ideological 
superstructure’.’? The Socialist State is in a good position to study 
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social cost and benefit, which the market mechanism can never fully 
reflect. Capitalist economic concepts have traditionally been con- 
ditioned overwhelmingly by microeconomics, which is partly 
responsible for the antisocial individualism still prevalent in many 
Western countries and (as John Galbraith has shown) for the neglect 
of social amenities. 


g. Prevention of certain forms of waste. As has been vividly 
demonstrated by Vance Packard and Arnold Toynbee, free- 
enterprise capitalism is noted for its wasteful use of resources, as 
exemplified by artificial product obsolescence, unnecessary product 
differentiation, the unwarranted fragmentation and duplication of 
equipment and services, the excessive number of people employed in 
sales promotion, misleading advertising, conspicuous consumption 
and reckless military expenditure, sometimes caused by vested 
private interests or used as a measure to fight unemployment. To this 
we must add recessions, uncertainty and monopolistic practices 
leading to the restriction of output, the division of markets, boycotts, 
etc. Such forms of waste are virtually absent, or can be easily 
prevented, under Socialism. 


h. Dynamism. An objective observer, who is familiar with the two 
social systems which have been confronting each other for more than 
fifty years, has little doubt that Socialism has demonstrated a greater 
vitality. It has created a new socioeconomic order. It has pioneered in 
the sphere of social justice and accelerated economic growth, and it 
has committed itself to catching up with, and outstripping, the most 
advanced capitalist countries. Socialist leaders are convinced of the 
ascendancy of Socialism, particularly in the economic sphere. It is to 
their credit that they have been able to rise above their own prejudices 
and to incorporate the desirable elements from the rival system to 
perfect the operation of their own economies. 

There is little doubt that in a relatively short span of time Socialism 
has radically transformed the countries of Eastern Europe from back- 
ward, agricultural countries (with the partial exception of Czecho- 
slovakia and the German D.R.), noted for a high degree of illiteracy, 
low productivity, recurring crises, unemployment and dominated by 
semi-feudal conditions, a conservative Church and foreign capital, 
into progressive, diversified economies capable of continued rapid 
growth. For these reasons, many underdeveloped countries, such as 
Algeria, Burma, Guinea, India, Mali, Peru, Syria, Tanzania and the 
United Arab Republic have at least partly adopted the Socialist road 
to economic development. 
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C. ECONOMIC WEAKNESSES OF SOCIALISM 


An economic appraisal of Socialism would be incomplete without 
examining its disadvantages. Briefly stated they are as follows. 

First, there is undue ideological and political dominance of the 
economic scene. The ideological loyalty to Marxist ideas, such as the 
labour theory of value, often overrides economic common sense. On 
these grounds, land and capital are not considered scarce, and rent 
and interest are not fully accepted as costs, which often leads to an 
extravagant and wasteful use of these resources. Far-reaching 
economic decisions are made by Party leaders, invariably dis- 
tinguished Communists but not necessarily competent economists. 
There is no lack of opponents of liberalization who regard economic 
reforms as a dangerous form of revisionism which should be 
sabotaged. 

Second, the system is still bedevilled by bureaucracy and inflexi- 
bility. Central economic planning, even with a considerable degree of 
decentralization, requires a large number of highly skilled planners, 
administrators, controllers and a large supporting staff, who, even by 
Socialist standards, are ‘unproductive’. The hierarchical nature of 
planning and administration makes the system unwieldy, not easily 
adaptable to the changes demanded by modern developments. 

Third, not enough significance is attached to the problems arising 
at the microeconomic level, and there is poor correspondence of 
decision-making between macro and micro levels. Although the 
Socialist economy is in a favourable position to tackle macrosocial 
issues, it has neglected the problems of the management and utiliza- 
tion of resources at the operational level, a problem that is further 
accentuated by a traditional contempt for marginal analysis. The 
dual system of decision-making, which cannot be avoided in the 
absence of free enterprise, runs the risk of incongruity and 
divergence. Experience shows that it is not easy in practice to 
reconcile targets set at the central level, even though they may be 
optimal, with the interest of the enterprises and their personnel so 
that the latter do not act contrary to social interest. 

Fourth, the system is prone to errors being committed on a large 
scale. Central planners are political appointees owing their success to 
the social set-up in force. Their decisions are likely to be biased in 
favour of the Party and the perpetuation of communism, which may 
be in obvious conflict with economic rationality and the best interest 
ofthe public. But even in the absence of doctrinaire and political bias, 
the likelihood of errors of judgement is very real. Some of the 
planners’ decisions must necessarily be arbitrary, as in the sphere of 
social cost-benefit, because so far no satisfactory quantitative or 
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other sound evaluation of such considerations has been devised (see 
references at the end of this chapter). Their decisions may be 
erroneous when made, or they may be revealed as erroneous by 
subsequent developments. The point is that much depends on the top 
planners’ judgement, and when errors occur at the macro level they 
assume great importance. Moreover, under the complex and 
unwieldy institutional set-up errors may not be easily detected and 
rectified to prevent a whole chain reaction of bottlenecks and waste 
with magnifying effects. On the other hand, a capitalist economy has 
an effective in-built error-correction system under which private 
firms are directly threatened with losses, and unless they avoid errors 
or apply swift correctives they have no chance of survival. 

Fifth, so far no rational and workable pricing system has been 
devised. Prices do not fully reflect factor costs, as rent and interest are 
not necessarily fully accounted for in them, and furthermore different 
criteria for price-setting are used for different categories of products. 
As a result, prices do not, and cannot, perform a rational allocative 
function. The irrationality of prices in this sense in fact makes the 
whole system of economic decision-making largely arbitrary - as 
Tinbergen put it, it is the ‘optimization of what?’ This, combined 
with virtual insulation from world market prices and specialization 
largely based on bilateral trade, militates against the optimum 
utilization of resources and the optimum distribution of the goods 
and services produced. 

Sixth, there is insufficient effective competition. This applies to 
both enterprises and persons. On the one hand, there 1s practically no 
private enterprise or the chance of accumulating private property. 
Instead, there are bureacratic control, a predominance of large enter- 
prises and a prevalence of seller’s markets. On the other, there is 
hardly any fear of unemployment; social security is very well 
developed; and in general the adventurous and capable have limited 
scope and incentive, while the indifferent and inefficient are 
sheltered by the system. 

Seventh, there is a neglect of current consumption. The consumer 
has little influence on the size and structure of production, even in the 
consumer-goods sector. So far Socialist countries have assigned low 
priority to housing, public utilities, agriculture, product differentia- 
tion and ‘luxuries’. All this, together with the prevailing seller’s 
markets, reduces the consumer to an inferior position and acts against 
his welfare more than is perhaps necessary. 

Finally, contrary to the dreams of Marx and other idealist writers 
who had not experienced Socialism in practice, the system tends to 
produce what has come to be known as alienation. This can be 
described as estrangement from higher authorities and a lack of 
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respect for social property. It may appear in relations between enter- 
prises and higher level officials, between workers and the enterprise, 
and between the ordinary man in the street and the ubiquitous and 
monolithic State. 

The overall effect of the weaknesses discussed above is reflected in 
limited personal freedom and low efficiency. The productivity of 
labour. although rising, continues to be disproportionately low by 
Western standards.* The absence of rational pricing and effective 
competition mean that under Socialism, to a far greater extent than 
under capitalism, resources are not employed and products are not 
distributed in accordance with the equi- marginal principle to ensure 
maximum economic welfare. Although Socialist achievements have 
been spectacular, they have been attained at tremendous cost in 
terms of resources and of sacrifices borne by the public. 


D. ARE THE TWO SYSTEMS CONVERGING? 


In 1961 Jan Tinbergen put forward his ‘convergence hypothesis’ (see 
reference at the end of this chapter). Since that time, his idea has 
received a good deal of attention both from Western thinkers (such as 
R. Aron, M. Bornstein, J. K. Galbraith, L. Gouré, H. Linnemann. R. 
Lowenthal, J. Pronk, J. S. Prybyla, A. Schick, R. Schlesinger, N. 
Spulber, K. E. Svendson, J. Wilczynski, P. J. Wiles and G. v. 
Wrangel) and Socialist writers (e.g. E. Bregel, A. P. Butenko, S. Dalin, 
K.-H. Domdey, G. Kallai, N. Lebedev, G. Rose, A. Sakharov, V. 
Smolianskii and I. Vajda); selected references are given at the end of 
this chapter. 

According to this theory, Socialist and capitalist economies are 
departing more and more from centralized economic planning and 
from /aissez-faire private enterprise respectively, and instead are 
evolving patterns of thinking, institutions, methods and practices 
which are increasingly similar. Some idealists, in fact, believe that 
economic development based on essentially similar technological 
progress makes the coalescence of advanced Socialism and capital- 
ism not only possible but also highly desirable, and indeed 
historically inevitable. We shall now briefly examine the con- 
vergence thesis by examining first the evidence in its support and 
then the arguments advanced in its refutation. 


a. Micro—macro tendencies. In the last decade the European Socialist 
countries have been giving more attention to the previously neglected 
sphere of microeconomics, both in theoretical writings and in matters 
of practical policy. On the other hand, in capitalist countries the 
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Keynesian revolution, interest in the problems of social welfare. the 
economics of growth and inflation have led to an increasing emphasis 
being placed on macro studies. 


b. Economic planning. Recent developments in the advanced 
Socialist countries have been marked by departures from detailed 
centralized planning in favour of broad ‘orientational’ planning and 
planning ‘from below’. Planning in quantitative terms is giving way 
to that in value terms and, in contrast to the previous attitude, 
mathematical methods and computers are now ideologically 
accepted and applied in planning. At the same time, most capitalist 
countries have adopted some form of economic planning 
—‘indicative’, ‘frame’, ‘goal’, ‘structural’ or ‘regional’ — to promote 
high levels ofemployment, stability, social welfare and development. 


c. Economic administration. Decentralization has been one of the 
important features of the economic reforms in Eastern Europe and 
the USSR. Central authorities have been relieved of some details of 
administration, allowing a greater scope and independence to the 
lower administrative levels. On the other hand, capitalist economies 
have been experiencing centralization and increasing State inter- 
vention. Cartels, amalgamations and takeovers tend to produce 
larger economic units and a concentration of economic power. State 
marketing bodies, public authority business undertakings, control of 
big business (through anti-monopoly and industrial legislation), the 
administration of social security and the policies of protection, show 
that ‘invisible hand’ and unrestricted competition are no longer 
trusted. 


d. Management. In virtually all Socialist countries the idea that 
workers can successfully manage enterprises was dropped long ago. 
The position of local management has been recently strengthened, 
and a ‘director’ of a Socialist enterprise in several respects now 
resembles a ‘manager’ in capitalist countries. In the latter countries at 
the same time, management is increasingly divorced from ownership. 
Asa result of the proceeding industrial integration, the management 
of the parent company and of its subsidiaries is becoming similar to 
that of an industrial (or branch) association in a Socialist country. 
Many large concerns allow trade unions to participate in some details 
of management. 


e. Money and banking. The directive and administrative methods of 
economic management are being replaced in almost all Socialist 
countries by financial incentives and disincentives. Banks now 
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actively participate in selecting and financing economically sound 
investment projects and commercial ventures. Liberalization has 
tended to release inflationary pressure, which is giving new 
significance to monetary policy. On the other hand, in capitalist 
countries the role of monetary policy is no longer as great as it was in 
the past, and it is being increasingly supplemented with fiscal, wage 
and income policies, and even direct controls. Banks have iargely lost 
their former dominant position in the economy. 


f. Profit. This is now accepted in the Socialist countries (with some 
exceptions) as the main criterion of enterprise performance, 
and part of the profit is shared by the workers and management. At 
the same time, in capitalist countries profit is no longer such a 
decisive factor in determining economic activity. To many firms the 
goodwill of the public is more important than the short-run 
maximization of profits, and State participation in business is not 
usually prompted by the profit motive. There are also profit-sharing 
schemes, and in some cases the State regulates the size of profits. 


g. Property ownership. In some Socialist countnes there has been 
some de-collectivization of farming land. A large proportion of live- 
stock is now privately owned, and individual plots are playing an 
increasing role in food production. Private enterprise has also been 
revitalized in handicrafts, retail trade, catering and fishing. In capital- 
ist countries there is a trend towards increasing State ownership (the 
nationalization of key industries) and some diffusion of property in 
favour of the working classes (heavy death duties and a tendency for 
workers to own homes, bonds, savings certificates and shares). 


h. The distribution of national income. The dream of the equaliza- 
tion of incomes was discarded in Socialist countries long ago. The 
wide disparity between the earnings of leading authors, actors and 
scientists on the one hand and unskilled workers and collective 
farmers on the other are well known. The increased role recently 
assigned to material incentives is further militating against the 
communist egalitarian principle. On the other hand, inequalities of 
income in capitalist countries are being reduced by progressive 
taxation and the expansion of social services, and in many of them 
there are legal or de facto minimum wage schemes protecting the 
lower-grade workers. 


i. Social structure. There are several indications of the existence of 
social classes in Socialist countries. Even in the USSR three social 
classes are officially recognized (workers, peasants and _ intel- 
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ligentsia), not to mention the Communist Party elite. The increasing 
role of the technocrats and managers is further accentuating the 
distinctions. But in the capitalist world former class distinctions are 
being gradually reduced by the broadening of educational oppor- 
tunities, rising affluence and increasing social mobility. The power of 
the employers has been moderated by the division of control and 
ownership, powerful trade unions, the labour vote and State 
intervention. 


j. Prices. Instead of the former rigid price-fixing, there is a continued 
tendency in the advanced Socialist countries to extend the role of free 
market prices, and in the remaining prices to reflect a part of interest 
and rent as genuine costs. Some rationalization of subsidies and turn- 
over taxes has been carried out and more is likely to follow. As far as 
the capitalist world is concerned, the ideal of prices being formed in 
free markets and closely reflecting factor costs can now be found only 
in textbooks, not in reality. Prices are increasingly distorted by 
indirect taxes, subsidies, government price stabilization schemes 
(especially in agriculture) and monopolistic practices. 


k. The role of the consumer. Following the recent economic reforms 
in Eastern Europe and the USSR a greater role is being assigned to 
consumer preferences. This trend is certain to continue with the 
rising standard of living and a gradual development of buyer’s 
markets. On the other hand, the consumer in capitalist countries is no 
longer as sovereign as the traditional assertion ‘the consumer is king’ 
would imply. Collusion among producers, persuasive advertising, 
State intervention and consumer habits reduce the consumer’s ability 
to dictate patterns of production. 


1. Mutual trade. Contrary to the trend up to the early 1950s, trade 
between Socialist and capitalist countries has been increasing since 
that time most remarkably. Between 1953 and 1981 this trade was 
increasing at an average annual rate of 18. This rate was much higher 
than that attained either in intra-Socialist foreign trade (10) or in 
trade among capitalist countries (14).? Solutions have been found to 
many problems inherent in trade between different social systems, 
and political interference has been substantially reduced on both sides. 


The converging trend has been further facilitated by the tacit 
acceptance of the policy of peaceful coexistence, a virtual dis- 
continuation of the Cold War and the divergent trends on each side 
weakening the unity and chauvinism of the respective power blocs 
confronting each other. 
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If the foregoing instances of developments on each side have 
convinced the reader of the trend towards the convergence of Social- 
ism and capitalism, his enthusiasm will be tempered by the following 
observations. It must be pointed out that the emerging similarity of 
forms does not necessarily lead to substantive identity, as is 
illustrated, for example, by profit. On each side there have been 
periodical reversals to extremist models, as is demonstrated by the 
occasional resurgence of conservative economic policies based on the 
ideas of Milton Friedman in the West and of re-Stalinization in the 
East. Similar reversals are likely to be repeated in the future. 

Most of the modifications taking place on each side are not 
conscious imitations but rather selective adaptations to a variety of 
economic and technical changes, independent of the other system. In 
this process, it is easy to confuse the means with the end. ‘The reforms 
being carried out in Socialist countries’, it was stated in a recent 
Polish study, ‘have nothing in common with the convergence of 
Socialism and capitalism. They are merely used to perfect our system 
of planning and management whereby the objectives of the Socialist 
society can be attained in a more effective way.”!? 

While the economic reforms in the Socialist countries have been 
quickly hailed by many eager Western commentators as a desirable 
move towards capitalism, the Socialist leadership essentially views 
the departures from /aissez-faire free enterprise in the capitalist 
world not as evidence of a welcome converging trend towards 
Socialism but as a process further aggravating ‘inherent contra- 
dictions’ bound to lead to the breakdown of capitalism. As to 
peaceful coexistence, Socialist leaders basically look upon it as 
‘peaceful competition’ on the economic front, and they have no 
doubt of the eventual victory of Socialism over capitalism. 

In fact, most Socialist writers on the subject, while not denying the 
need for greater economic co-operation, most definitely refute the 
possibility of ideological reconciliation. Shortly before the Soviet 
military intervention in Czechoslovakia in 1968, it was significantly 
pointed out in Pravda: ‘In our day, the ideological struggle is the 
sharpest front of the class struggle. In the field of ideology, there is and 
there can be no peaceful co-existence, just as there can be no class 
peace between the proletariat and the bourgeoisie.”"! 


NOTES 


1 Narodnoe khoziaistvo SSSR v 1978 g (National Economy of the USSR in 1978), 
Moscow, Statistika, 1979, p. 49. 

2H. Block. ‘Soviet Economic Performance in a Global Context’, in US Congress, 
Joint Economic Committee, Soviet Economy in a Time of Change, Washington, 
GPO. 10 Oct. 1979, Vol. 1, p. 117. 
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15 Finanse (Finance), State Economic Publications Centre, Warsaw; 
monthly. 

16 Finansije (Finance), State Secretariat for Finance of Yugoslavia, 
Belgrade; monthly. 

17 Finansi i kredit (Finance and Credit), the Ministry of Finance and the 
State Bank of Bulgaria, Sofia; monthly. 

18 Finansy SSSR (Soviet Finance), the Ministry of Finance of the USSR, 
Moscow; monthly. 

19 Finanje sj credit (Finance and Credit), Bucharest; monthly (with 
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Canadian Slavonic Papers/Revue Canadienne des Slavistes, Carleton 
University, Ottawa; quarterly. 
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China Economic Times, Far Eastern Publications, Hong Kong; 
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bi-monthly. 

China Trade and Economic Newsletter, British Council for the 
Promotion of International Trade, London; monthly. 

China Trade Report, Far Eastern Economic Review, Hong Kong; 
monthly. 

Chinese Economic Studies, a journal of translations, International 
Arts and Sciences Press, White Plains, N. Y.; quarterly. 

Chronicle of Current Events, Amnesty International (on behalf of the 
Civil Rights Movement in the USSR), London; bi-monthly. 
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